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. .- in the management of the bank’s earning assets 
lie possibilities for either success or failure... 


LOSSES 


IN BANK EARNING 


ASSETS 


The Problem and How To Meet It 
By FREDERICK MUELLER, Jr. 


@ Losses in the earning assets of banks have been largely responsible for the 
late-lamented banking crisis and for the large number of bank closings which 
were reported annually prior to that event. Bank closings have been caused 
not so much by the increased cost of bank operation as by heavy losses in the 
bond and loan accounts. 


@ Recognizing the importance of the handling of the “earning assets” in success- 
ful bank management, Frederick Mueller, Jr., has made this analytical study of 
the problem and in this book he presents the facts and his conclusions. He has 
observed bank policies as to the investment of the earning assets during the past 
decade and has traced the results of such policies as revealed in the figures of 
losses in ‘both the investment and loan accounts. 


@ Bank executives who wish to check their own experience with that of banks in 
general—who would compare their own policies with general banking trends— 
will find this book of great value and interest. 


@ To examine a copy without obligation, fi!l out the coupon below. 


APPROVAL ORDER COUPON 


BANKERS PUBLISHING COMPANY 
465 Matin STREET, CAMBRIDGE, Mass. 


You may send me on 5 days’ approval a copy of “Losses in Bank Earning Assets” 
by Frederick Mueller, Jr. At the end of 5 days I will either send you my check 
for $3 or return the book. 
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If you are planning a new bank 
building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 


You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 

Within five days after its receipt I will send you $7.50 
in full payment or return the book. on 


approval 
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Editorial Comment 


BANKERS AND THE PUBLIC 


ERHAPS never before have the banks of the country 
Pree compelled to devote so much time and attention 

as they are now giving to their public relations. They 
must carefully explain the nature of their business, show 
just why it is not always possible to make loans to all who 
ask for them, and are even called on to justify their ex- 
istence, or at least their continuance under private owner- 
ship and management. 

This conflict between the banks and the people is not 
confined to the United States. Judging from the numerous 
articles appearing in the banking and financial publications 
in England opposing the nationalization (government 
ownership) of banking, the conclusion is inescapable that 
considerable sentiment favoring such a change exists in that 
country, and probably to a greater extent than prevails in 
the United States. 

Such an attitude of the public mind toward the banks 
as now owned and operated is worthy of the most searching 
examination, and this inquiry should have these objects: 
first, to discover whether it has any justification based upon 
the operations of the banks, and if so to seek to remove this 
source of antagonism; and, in the second place, if no valid 
ground exists for the lack of harmony between the banks 
and the public, to point out, by education, that such is the 
case. This is a task to which the bankers are now giving 
greater attention than ever before, and with results that 
must be beneficial to the banks and the public alike. 

One of the most common complaints against the banks 
is that they are unwilling to lend for business purposes with 
anything like their customary freedom in this respect. To 
this charge the banks possessing loanable funds will in- 
variably reply, that they are willing as always to make 
safe loans. 

Now, in this one word “safe” may lie the very heart of 
this problem. Has the meaning of “safety” undergone a 
change? May not the banker now have to take into con- 
sideration factors that in former days were relatively of 
much less importance than they are today? In considering 
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the extension of a loan at the present time, the banker has 
more to take into account than the credit standing of the 
applicant and the prospective profit of the enterprise in 
which the proceeds of the loan are to be employed. In 
other words, that the usual risks of banking are greatly 
increased by the perplexities of the times. Such matters as 
the monetary policy, control of industry and agriculture, 
tariff changes, unemployment, inflation, the deficit, the huge 
and growing public debt—these are some of the factors 
that may seriously affect the enterprise to which the bank 
is asked to extend credit, and thus in turn affect the bank 
itself. Coupled with all the uncertainties to which these 
elements in the situation may give rise, there is the greater 
fear arising from the growing impatience with existing 
forms of society and the increasing favor with which pro- 
posals for radical alteration in existing institutions are 
received. 

Quite recently, in conversation with the editor of THE 
BANKERS MAGAZINE, a leading banker in a live Southern 
city said that at that time cash and Government securities 
made up 90 per cent. of the assets of his bank. The idle 
cash was earning nothing, and the Government securities 
probably not much more than 2 per cent. There were, the 
banker said, practically no applications for loans. 

It is obvious that could the banker in question have 
made commercial loans at the customary rate of 6 per cent., 
with equal safety, he would have been eager to do so. 

Bankers are no more perfect than other men, though 
they must have learned quite a lot about their own business 
in the costly school of experience. 

Whatever antagonism exists between the banks and the 
public is largely based upon misunderstanding, and the 
bankers are now awake to this fact and are diligently labor- 
ing to remove this misunderstanding. 

But no inconsiderable part of the prejudice of a part 
of the public toward the banks may be attributed to the 
assaults made on these institutions for political effect. Not 
only do the “rabble-rousers” foster this prejudice. So 
exalted a personage as the President of the United States, 
in two of his public addresses, has used the term “money- 
changers”—a thrust aimed in part at the banks. 
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Reading the.addresses made at a recent conference of 
bankers, one clearly discerns the fact that the banks of the 
United States are mindful of some of their shortcomings 
and are seeking to bring about a gradual reduction of them. 
From these addresses the further impression is gained, 
that the bankers are determined to keep within the bounds 
of sound and prudent management, and to continue to 
render efficient service to the country’s production and 
trade. 


ISSUING CURRENCY TO PAY THE BONUS 


S the bonus voted to veterans will call for an outlay in 

A excess of $2,000,000,000, the proposal has been made 

that the sum needed shall be supplied by the issue of 
the necessary amount of currency against the existing stock 
of gold in the Treasury. President Roosevelt has urged 
that taxation should be devised to meet this increased de- 
mand on the Treasury. If this suggestion is not adopted 
by Congress, the funds will be provided in the usual way, 
that is by borrowing from the banks. By issuing more 
currency, sponsors of the proposal point out, that the 
Government would not only avoid an increase of taxes, but 
would save the interest that must be paid if the funds are 
borrowed from the banks. 

There are some proponents of currency inflation who 
would make a still further application of the same policy 
to save all the interest now being paid on the public debt, 
and even to retire the principal of the debt. 

The first question that arises in this conection is as to 
the adequacy of the existing gold stock to sustain the in- 
creased volume of currency called for by these proposals. 
Federal Reserve notes can be issued against a gold reserve 
of 40 per cent., but in addition to this reserve requirement 
against note issues, the Federal Reserve banks must hold 
a reserve of not less than 35 per cent. against deposits. 
But the reserves against deposits may be either in gold or 
lawful money. 

Even if the present gold stock should be regarded as 
being sufficient to sustain a large increase in currency in 
the form of Federal Reserve notes, other questions of grave 
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concern arise in connection with these proposals. For ex- 
ample, with respect to the application of this currency to 
the payment of interest on the public debt. Presumably, 
the additional currency would be in the form of a promise 
to pay, and unless this promise were carried out, the pro- 
posal would appear ridiculous. Jones owes Smith, who 
calls for payment. Jones meets the demand by tendering 
a new note, which clearly would not be payment of the 
debt, but merely a renewal of it. This difficulty, in the 
case under consideration, could be avoided only by making 
the currency redeemable—something the proponents of the 
scheme would evidently balk at. 

Then, and especially if this tremendous volume of cur- 
rency should not be redeemable, the question arises as to 
what effect it would have on the general price level. If 
prices rose much faster than wages and incomes, consumers 
would find themselves penalized in consequence. 


LOWER INTEREST ON REAL ESTATE 
MORTGAGES 


O surprise need be felt because insistence is being 
made by mortgagors cf real property that interest 
rates on mortgages be reduced. Intimations to this 
effect have also come from high governmental sources. 
Those making such demands notice that the commercial 
banks generally pay no interest on demand deposits, and 
that many savings banks have reduced their rates mate- 
rially, as much as one-half in some cases. Those who are 
still paying a rate of 5 per cent., 6 per cent. or more on 
their mortgages cannot well understand why these rates 
still rule while deposit interest rates have been so substan- 
tially cut or abolished altogether. As a further justifica- 
tion of this demand for lower rates on real property loans, 
it is pointed out that the commercial banks hold large 
excess reserves,- and that many savings banks are dis- 
couraging the receipt of deposits beyond a certain limited 
amount in any particular period. 
In recent years the savings banks in New York City 
have generally reduced their interest rate on deposits from 
4 to 2 per cent. The man who is still paying the same rate 
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of 6 per cent. on his mortgage that he was paying when the 
savings bank rate on deposits was 4 per cent. thinks, and 
not surprisingly, that the rate on his mortgage should also 
be reduced by one-half. ‘But, as in many other instances, 
the case is not quite so simple as that. One must take into 
consideration a number of other factors. Have unavoid- 
able operating expenses of the banks grown? Has the 
yield on investments other than real estate mortgages de- 
clined? What is the relative safety of real estate loans 
now as compared with the time when the savings banks 
were offering 4 per cent. on deposits? 

It must not be forgotten that some of the savings banks 
have made substantial reductions in their rates for this class 
of loans, though the reductions have not—and perhaps 
could not—be equal to the decline in the rate paid on 
deposits. ‘There was recently pending in the New York 
Legislature a bill providing that the rate of interest exacted 
by any savings banks in real property bonds and mortgages 
shall not exceed, by more than 1 per cent. the rate of divi- 
dend paid on moneys deposited and, as stated above, high 
governmental authorities have recommended a reduction of 
the rate on real estate loans. 

National banks and the commercial banks generally are 
authorized to make loans on real property, although much 
sound banking opinion regards such loans as not suited to 
this class of institution. This opinion rests on the fact that 
such banks hold the bulk of their deposits on demand, and 
since loans on real estate are usually for long periods, they 
do not furnish the desired degree of liquidity. 

On this matter of liquidity there may be a fact to which 
the banks have not given sufficient attention. So long as a 
semi-panicky condition with respect to the banks prevailed, 
the desirability of holding large liquid funds could not be 
questioned. But that condition no longer exists. Very 
likely, as a result of deposit insurance, runs on banks are 
destined to be much less frequent than in the past. 

There is, of course, a perfectly obvious objection the 
banks have in not making substantial reductions in their 
present rates on real property loans. They no doubt feel 
that, however such reductions might be justified under 
existing conditions, difficulty would be experienced in rais- 
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ing the rate when conditions changed. Just as the landlord 
fears to reduce his rentals in bad times, fearing he may not 
be able to increase them in good times. 

The real question is as to whether or not rates on real 
estate loans are out of line with other interest rates and the 
return on other investments. 


THE NATURE OF BANK DEPOSITS 


NE may assert with a considerable degree of assur- 
@) ance, that never before has there been so much 
discussion, both among bankers themselves and the 
public generally, of the nature of bank deposits as is now 
taking place. This discussion has grown out of the asser- 
tions made by critics of the banks to the effect that such 
deposits are manufactured by the banks out of thin air. 
The origin of the discussion may not be particularly 
relished by the bankers, except as it affords them a good 
opportunity of denying what they justly regard as an 
incorrect statement. But, however that may be, the discus- 
sion of itself must be regarded as all to the good, for to 
the extent that the truth is brought out, both the banks and 
the public will be better informed on the subject, and the 
need of information extends to the bankers as well as those 
who deal with them, for practically all bankers, in speaking 
of their deposits, incorrectly state that the deposits belong 
to the depositors.. Legally, this is not the fact. In law, the 
deposits belong to the bank, the relation between the bank 
and its depositor being that of debtor and creditor; the 
bank is the debtor and the depositor the creditor. 

Bankers sustain their conservative policies by pointing 
out that, since deposits belong to depositors, they must be 
safeguarded so that they may be returned as required. 

Really, so far as the policies of the banks are concerned, 
the distinction as to the ownership of deposits is of no 
importance whatever. If you “own” something that must 
be returned on demand to another, you must be in a posi- 
tion to meet that demand. This is the situation of the 
banks, for in effect all their deposits are substantially of the 
demand type, actually if not in name. So that if banks 
expect to remain solvent, they are under the necessity of 
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meeting all such calls as are made upon them. This consti- 
tutes a complete justification of their conservative policies, 
for it makes not a particle of difference whether the deposits 
belong to the depositor, or whether they are, as the law 
indicates, a loan from the depositor to the bank. For all 
practical purposes, the bank must be as ready to pay a 
demand Joan as readily as a demand deposit. 

The discussion of bank deposits is of importance, be- 
cause of the fact that the great volume of business is carried 
on to so large an extent against these credits. It is hoped, 
in the course of this discussion, that there will be developed 
a better understanding of the real nature of bank deposits. 
They are no doubt looked on by the general public as so 
much money in the bank. But anexamination of the compara- 
tively small amount of money in the banks at any given 
time, in relation to their total deposits, will quickly dispel 
that misapprehension. Deposits, to a large extent, do not 
represent the putting of money in the bank, but a credit 
given on the books of the bank to a depositor. Were it 
practicable to segregate these two classes of deposits, a 
better understanding might be had of the actual nature of 
deposits, and possibly some injustice now due to this lack 
of separation might be avoided. 





TREASURY POLICY ANTI-INFLATIONARY 


EAR about inflation, which of late has much disturbed 
the public mind, should be measurably alleviated by 
some recent changes in Treasury policy. An increase 
in the margins required on brokers’ loans will tend to check 
stock speculation, which in recent months has been proceed- 
ing at a rate rather faster than the improved conditions of 
business warrant. The Government, in pursuance of the 
same policy, has lately withdrawn considerable sums from 
member banks, thus preventing to some extent a further 
increase in the plethoric bank reserves. Announcement of 
the President that he had directed the withdrawal of a 
billion dollars from the various credit agencies of the 
Government was a step in the same direction. 
Although none of these measures will reduce the excess 
bank reserves materially nor have much, if any, effect on the 
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budget deficit, they are heartening nevertheless, for they 
indicate the dangers inherent in credit inflation, and a 
laudable effort to check them before it is too late. 

Last month the fear about inflation became so pro- 
nounced as to cause the export of gold in considerable 
volume, but this movement was suddenly stopped, and 
perhaps on account of the measures already mentioned. 
Instead of being a cause for concern, the gold exports were 
generally regarded in a favorable light, for they would lead 
to a reduction in the present huge excess of bank reserves. 





THE PROBLEM OF EXCESS RESERVES 


UCH discussion has been carried on in recent 
months relating to the huge volume of excess re- 
serves held by the banks belonging to the Federal 
Reserve. It is generally conceded that these reserves are 
potentially, rather than actually, dangerous. Proposals to 
reduce them are based on the assumption that the time to 
reduce these reserves is before the inflationary credit move- 


ment gets fairly under way, when a halt in the advance 
would be more difficult than if timely action were taken. 

Bankers themselves are not of one mind on this matter. 
Thus, S. Parker Gilbert, former assistant secretary of the 
Treasury, in a letter to the New York Times, last Decem- 
ber, said: 


Any restrictive measures which were to be taken at this stage by 
the Federal Reserve authorities, whether by raising reserve requirements 
or by letting Government securities run off, might be construed as a 
reversal of the cheap money policy which has been pursued since the 
days of the bank holiday. This monetary policy, it may even be said, 
is an essential of recovery, and in recent months it has really begun to 
work, as may be seen from the gradual reopening of the capital markets, 
the improvement in the mortgage situation, with consequently better 
hopes for the revival of building, and the prevailing low cost of money 
for refunding purposes and even for new enterprise. The low rate for 
money itself engenders some opposition and perhaps unconsciously 
brings pressure for restrictive measures in the hope of higher money 
tates and thus of higher bank earnings. But this is a short-sighted 
viewpoint. What we all most want is recovery, and no one could be 
more alive than the Federal Reserve authorities themselves to the impor- 
tance of avoiding measures of credit control that might be construed 
as a reversal of monetary policy. 
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Thus the proposed increase in reserve requirements might do more 
harm than good by administering a severe check to recovery and set- 
ting in motion new forces of deflation. We must have recovery to 
bring re-employment and revenue and relieve the budget of its deficit. 
So our second case might be worse than our first, and a dear money 
policy adopted to guard against inflation might create an additional 
budgetary deficit and a real risk of inflation. 


But Winthrop W. Aldrich, chairman of the Chase 
National Bank, speaking before the Houston Chamber of 
Commerce in the same month Mr. Gilbert’s letter was 
published, took an opposite view. He said: 


I believe that measures should immediately be taken to reduce 
these excess reserves, and I believe that the first measure that should 
be taken is to raise reserve requirements very substantially. It seems 
to me that this should be done in any case, because it is clear to me 
that the reserve requirements were far too low in 1917. Both the 
over-expansion of credit in 1922-28 and the over-rapid liquidation of 
credit between the middle of 1931 and early 1932 were greatly intensi- 
fied by the unduly low reserve requirements. The higher reserve require- 
ments which we had in days before the Federal Reserve System came 
in gave us much greater safety both on the upswing and on the 
downswing. 


But this difference of opinion does not seem so much to 
relate to the question of reduction as to the time it is to be 
applied. 


LIMITED FUNCTIONS OF THE GOVERNMENT 
{From the New York Herald-Tribune} 


S a matter of fact and law the governing rights of states 

are all of those that have not been surrendered to the 
National Government by the Constitution or its 
amendments. Wisely or unwisely, the people know that 
under the Eighteenth Amendment (prohibition) Congress 
has been given the right to legislate on this particular sub- 
ject, but this is not the case in the matter of a great number 
of other vital problems of government, such as the conduct 
of public utilities, of banks, of insurance, of business, of 
agriculture, of education, of social welfare, and of a dozen 
other important factors. In these Washington should not 
be encouraged to interfere—Franklin D. Roosevelt (1980). 
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Private Currency and Social Credit 
The Author Proposes That “Cash” Deposits and “Loan” 


Deposits Be Separated — 


Believes “ Risk-Bearing” 


Capital Should Not Come from Savers 


By Myrick H. SuUBLETTE 


O banks manufacture money? 
D “No” is the answer from a con’ 
siderable number of eminent 
economists and bankers. Banks, they 
say, are only distributing agencies 
through which the savings of the people 
are directed into the hands of borrowers. 
“Yes,” say other authorities just as 
eminent, and perhaps more numerous. 
In support of the affirmative answer we 
are told that banks create deposit cur- 
rency by a mere stroke of the pen; that 
they manufacture ledger dollars when 
the bank clerks enter on the books de- 
posit credit equal to the proceeds of 
notes discounted or securities purchased. 
It is pointed out that the total deposits 
of all banks amount to about ten times 
the aggregate money reserves of the 
country; it is therefore obvious that 
about nine-tenths of the deposit cur- 
rency of the country must have been 
created by some agency outside the gold 
mines, the mints, and the Bureau of 
Printing and Engraving. 


AN ANCIENT CONTROVERSY 


If a man receives goods in exchange 
for his oral promise to pay for them, 
it might be said that his vocal: organs 
are a factory for the production of 
credit dollars. Of course, it is not the 
voice nor the stroke of a pen that creates 
purchasing power. Words are vehicles 
or symbols, but they become social in- 
struments when the tokens and signs 
tegulate human conduct. Traffic sig- 
nals do not make traffic, but they do 
Merease traffic mileage. Deposit cur- 
fency results from an exchange of 
Promises. The bank ledgers contain evi- 
dence of these promises. A bank is a 
Claring-house for the interdependent 


promise of the business units of the 
community. These promises cause goods 
to move; they cause some things to be 
produced that would not be produced 
if man had to wait for gold and silver 
coins before starting to work. 

The controversy about the manufac- 
ture of credit is an old one. A varia- 





Commercial banking operations 
might be divided into two separate 
parts. One type of bank (or one 
department of a dual corporation) 
should deal only in receiving cash 
deposits. These represent the ac- 
cumulated savings of individuals 
and corporations. . .. The other 
division of the banking system 
would operate a loan deposit busi- 
ness. Its deposits are all derivative; 
they are borrowed by the depositor. 
The volume of loan deposits should 
fluctuate with the volume of busi- 
ness transactions, since these are 
created to finance the flow of goods 
from production to consumption. 


tion of it was debated a hundred years 
ago in England between the members 
of two schools of thought, the followers 
of the so-called currency theory on the 
one side, and of the banking theory on 
the other. The adherents of the bank- 
ing theory believed that the volume of 
bank credit (with particular reference 
to bank notes) should conform to the 
volume of trade and not to the stocks 
of gold and silver. According to this 
view, banks should be administered in 
such a way as to provide the proper 
quantity of media of exchange to finance 
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the movement of goods from producers 
to consumers. 


THE DOUGLAS PLAN 


There is a suggestion of the banking 
theory in Major C. H. Douglas’s plan 
known as “Social Credit.” Social credit 
aims to restore the purchasing power of 
the consumer by declaring a national 
industrial dividend. A fund is to be 
established in the national treasury un- 
der the administration of a national 
monetary authority. This fund is to be 
the estimated monetary counterpart of 
the total national wealth. Everybody in 
the country will be given a check-book 
with a deposit balance to his credit 
equal to his share of the national wealth. 
By writing checks against one’s deposit, 
everybody can immediately begin pur- 
chasing goods. 

The merchants receiving these checks 
are to be subsidized so as to enable them 
to reduce prices to the consumers and 
still sell goods at a profit. This reduced 
price is called the “assisted price.” 
When the merchants are ready to de- 
posit the checks which they have re- 
ceived from the consumers, they are to 
be given additional credit, this addi- 
tional credit to come from the same 
national dividend. The purchases of 
the merchants from wholesalers and pro- 
ducers will create further demand for 
labor and materials. Unemployment 
will vanish! 


A DOLE FINANCED BY CREDIT INFLATION 


The Douglas plan for social credit is 
mentioned here parenthetically because 
it appears to be founded on the assump- 
tion that banks do manufacture media 


of exchange. Major Douglas's contri- 
bution to the advance of knowledge is 
not found in any logical justification of 
the banking theory or any other theory 
of credit, but in making popular the 
broad assumption that banks are social 
institutions and not mere warehouses 
for money. The Douglas proposal is in 
substance an outright dole financed by 


bank credit inflation. It is intended to 
restore the purchasing power of the con- 
sumer; and, of course, it would do that 
temporarily. It would give purchasing 
power to many who ought to have it 
and also to many who do not need it. 


Presumably the plan does not pro- 
pose to change any important feature 
of the existing legal structure of money, 
exchange, and banking. After the first 
redistribution of wealth, the old causes 
of inequality would continue to operate. 
There is no reason to assume, as the 
Douglas plan must assume, that forever 
afterwards goods and money will move 
in just the right channels and in just 
the right quantities in a perfectly har- 
monious economic society. 


SUBSTITUTES FOR MONEY 


During the World War in many 
cities in France all gold and silver coins 
disappeared from circulation as a result 
of the depreciated paper franc. It was 
necessary to find substitutes for gow 
ernment coins. In Paris postage stamps 
were used until the mint was able to 
provide cheap metallic tokens. In 
La Rochelle and in other cities, the 
people used metallic tramway tickets for 
small change. These tin pieces came 
into general circulation and were used 
to purchase other things than trans 
portation. Now, it is hardly likely in 
this situation that anyone should start 
a controversy as to whether the local 
tramway company was engaged in the 
manufacture of money. It was too ob 
vious that it did manufacture money 
which replaced the government coins 
previously in circulation. The State of 
Missouri is today manufacturing card- 
board money called sales tax receipts. 
They are the same size as milk bottle 
caps. 
The government and the commercial 
banks are not the only institutions that 
manufacture media of exchange. Even 
in countries without any shortage of 
government coins there are many agen 
cies for supplying tokens for the pur’ 
pose of facilitating exchanges of goods 
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and services. Street-car tokens, milk- 
checks, theater tickets, postage stamps, 
and even the poker-chips in the casino 
are all examples of media of exchange, 
which, while they are not money until 
they become generally acceptable in the 
open market, are substitutes for money 
and to some extent reduce the demand 
for government coins in the community. 


TOKENS ARE A CREDIT TRANSACTION 


When I buy for twenty-five cents 
three metal discs from the Tri-State 
Traction Corporation, use one of them 
for my fare, and carry two in my 
pocket, I have engaged in a credit trans- 
action. I have lent 16 2/3 cents to the 
corporation. To some extent this trans- 
action reduces my stock of government 
money. To the same extent it reduces 
my demand for government money, since 
the tokens are substitutes for the money 
I have advanced to the corporation. If 
the corporation to which I have ex- 
tended credit maintains a somewhat 
constant cash balance, these small loans 
from the public reduce to that extent 
the demand of the corporation for cir- 
culating capital from other sources. The 
quantity theorists might very logically 
contend that an increased use of tram- 
way tokens, theater tickets, and milk- 
checks tends to raise the general price 
level. 

The issue of private currency has 
never raised any difficult problems 
about reserves and parity. Three tram- 
way tokens are sold for twenty-five 
cents; and a token purchases one ride. 
The local creamery has little trouble in 
keeping the value of its milk tickets at 
a fixed standard. It could be called the 
milk standard, for they are redeemable 
in milk at a fixed ratio. When the 
dairy raises the price of milk it debases 
the standard of its private currency. 


Unlike commercial bank credit, . pri- 
vate currency is used for a limited class 
of transactions. The volume in circu- 
lation is easily expanded and contracted 
with the changing volume of trade. The 
banking theory of bank note issue is 
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strictly followed. The extension of 
commercial credit by a bank and the 
manufacture of its counterpart, check 
currency, would be just as easy if all 
the borrowers were perfectly competent 
and honest in the calculation of their 
credit needs. But the prospective bor- 
rowers are not always accurate in esti- 
mating their credit requirements. Since 
this is true, the commercial bank is not 
like a slot-machine which grinds out de- 
posit currency in exchange for interest- 
bearing promises. The bankers find it 
necessary to exercise restraint on the 
more venturesome clients. The borrow- 
er’s optimism is somewhat restrained by 
higher interest rates for the more risky 
loans. 


LACK OF UNDERSTANDING OF BANK 
CREDIT 


We have laws that require bankers 
to keep certain reserves to secure de- 
posits. Deposits are potential check 
currency. Why do we not have laws 
requiring theaters to keep a cash reserve 
to secure their theater tickets outstand- 
ing? Is it because we do not trust the 
banks, but do trust the theaters? It is 
rather because we have never under- 
stood the true nature of commercial 
bank credit as well as we understand 
the function of theater tickets. We have 
no fear about the over-issue of theater 
tickets. They do not usually get out 
of bounds. Each ticket is a counter- 
part of a definite unit of space and serv- 
ice. The number is limited. There is 
one rule which can always be depended 
upon to assure the maintenance of the 
value of any unit or token of trade and 
that is: “Limit the number of units.” 

In actual practice bank reserves, es- 
pecially gold reserves, have been treated 
as a legal fiction. Minimum reserves 
were supposed to be kept for use in a 
crisis; but when the stock of money in 
the vaults once reached the minimum 
figure the banks were forbidden to pay 
out cash. The law prohibited the use 
of minimum cash reserves to carry out 
the purpose for which the reserves were 
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maintained. Few persons correctly con- 
ceive the true function of reserve re- 
quirements: It is to provide a mechani- 
cal or mathematical limit to deposit ex- 
pansion. The desired limit could just 
as well be established without any legal 
reserve requirement. 


“BETTER BANK FAILURES 


We need better bank failures. There 
is no good reason why bank suspensions 
should be so disastrous. Banks normally 
are liquidating institutions. They de- 
termine how much of the capital of the 
community should be reduced to ex- 
changeable form. When a bank sus- 
pends, it is suddenly transformed into a 
refrigerating plant for the freezing of 
capital previously liquidated. It is as 
if a house equipped for air-conditioning 
were constructed so that as soon as the 
thermostat registered a fraction of a de- 
gree below normal, the heating equip- 
ment were quickly transformed into a 
refrigerator, sending the temperature 


quickly down toward zero. 
The illusion of convertibility has been 


one cause of this procedure. In good 
times we have proceeded on the false 
assumption that all bank deposits may 
be simultaneously converted into com- 
mon money—a physical impossibility. A 
dollar of deposit currency is not usually 
a counterpart of a dollar’s worth of 
gold; in fact, a dollar of deposit credit 
is meant to buy a dollar's worth of 
goods generally—coal and cotton and 
pork, and only rarely a dollar’s worth 
of gold. 


SUSPEND ADDITIONAL LOANS 


The maintenance of convertibility of 
deposit currency into common money is 
a convenient and perhaps necessary 
means of measuring the purchasing 
power parity of deposit currency and 
common money. It has seemed to be 
necessary that a check for $100 should 
always buy $100 worth of common 
money. If a country is on the gold 
standard a dollar's worth of paper 


money is supposed to be worth a fixed 
number of grains of gold. When a 
check for $100 will not buy $100 worth 
of common money or gold, the drawee 
bank has been obliged to close its plant 
immediately. This procedure has been 
required because we have confounded 
the measuring-stick with the thing 
measured—we have mistaken the ther: 
mometer for the weather. 

If excessive or bad loans are the cause 
of the trouble, why not merely suspend 
the making of additional loans? Why 
should those already having deposit 
balances not be permitted to write 
checks and continue to use them? Banks 
in partial suspension (loan-suspension) 
may receive these checks on deposit, the 
new depositors in turn writing checks 
when they need to use the transferred 
purchasing power. The extent of the 
depreciation of this deposit currency 
would depend upon the confidence of 
the people in the strict enforcement of 
the rule limiting additional loans. The 
price level in terms of the local irre 
deemable checks should not be much 
higher immediately after suspension 
than immediately before. Parity could 
be restored by additional subscriptions 
to capital stock, by assessments on the 
stockholders, or by the liquidation in 
the course of time of long-term receiv- 
ables. Strict government supervision of 
suspended banks would prevent its de: 
posit currency from depreciating as did 
the notes of the wildcat state banks be 
fore the Civil War. 


IRREDEEMABLE BANK DEPOSITS 


If we can get along with irredeem- 
able paper money, may we not also get 
along with irredeemable bank deposits? 
We are not without experience in this, 
for we have had the same thing in the 
use of clearing-house certificates during 
the panics of the last fifty years. 

Irredeemable deposits are not recom’ 
mended as a normal condition nor for 
everyday retail transactions. It is an 
emergency measure to replace the old 
style bank failure. Check currency & 
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sometimes called particular money, in 


contrast with common money, which 
is acceptable everywhere without re- 
gard to the credit standing of the one 
who offers it. This common money is 
a convenient and universal unit of 
value, giving uniformity to our media 
of exchange—welding our financial or- 
ganization into a “system.” It is un- 
fortunate that we have come to regard 
this common money as the only ultimate 
and real money. It is as a matter of 
fact merely a supplement to the deposit 
currency. It is the latter which com- 
prises by far the most important and 
most elastic part of the total purchas- 
ing power of the nation. Common 
money is only that part which is most 
convenient for certain purposes. 
GOVERNMENT REGULATION OF MONEY 

The creation and regulation of the 
quantity of common money is tradition- 
ally within the proper field of govern- 
ment. If the tradition is continued and 
the dificult problem of money and the 
price level is left to the government, the 
administration of bank credit will in- 
volve, as it does now, the task of fix- 
ing the price of deposit currency in 
terms of common money. Just as the 
government under the gold standard 
fixed the price of gold by regulating the 
quantity of other money (and inciden- 
tally dealing in gold), so the banks will 
limit their loans and deposits with the 
object of maintaining the bank deposit 
dollar on a par with the government 
paper or gold dollar. 


Credit has been too social in one 
sense. Credit disturbances have been 
too contagious. Why should over- 
expansion of credit by one bank or 
Overproduction in one industry or a 

tession in one locality spread to 
other banks, industries, and localities? 
Pethaps it is because of the traditional 
style of bank suspension. The volume 
of credit should depend upon the need 
for credit and not upon the accidental 
Possession of certain stocks of precious 
metal and “lawful money.” In the 
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future rediscounting by one credit 
agency may be as unnecessary as nest 
eggs for sophisticated hens. Regional 
financial interdependence is not a neces- 
sary accompaniment of regional eco- 
nomic interdependence. 


HOW SHOULD THE BANK GET CAPITAL? 


Common money should continue to 
serve its purpose as a common measure 
of value; it should not continue to serve 
as a common carrier of economic dis- 
eases. As long as we have the price 
system we shall have depressions in in- 
dividual industries and in local areas; 
but the price system does not necessitate 
those universal booms and panics which 
upset the world in more or less regular 
cycles. 

If social credit is to continue in the 
hands of individuals and if banking is 
to be carried on for profit, how should 
the banking corporation get its capital? 
What should be the source of the com- 
mon money needed to cash checks and 
to meet unfavorable balances at the 
clearing-house? In most kinds of busi- 
ness the invested capital is contributed 
voluntarily by investors who are aware 
of the risks involved. This, however, 
has not been true of the business of 
commercial banking. In the ordinary 
deposit banking business, only a small 
part of the risk-bearing capital has been 
contributed by the subscribers to capi- 
tal stock. Stockholders voluntarily as- 
sume the obligations of an entrepreneur. 
The largest part of the risk-bearing 
capital of banks has in the past been 
contributed innocently by persons who 
seek a safe place to deposit their sav- 
ings and who do not have the knowl- 
edge nor the desire to become enter- 
prisers in the banking business. 


COMPARATIVE STATUS OF TWO 
DEPOSITORS 


The inequity of the existing law will 
be made clear from the following ex- 


ample. W, a widow, deposits $1000 of 
her savings in Bank X. B, a stock- 
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broker, borrows $5000 from the same 
bank. W withdraws $100 of her de- 
posit, leaving a balance of $900. B 
draws checks for $4000 against his bor- 
rowed deposit, leaving a deposit balance 
of $1000 to his credit. The bank fails. 
Upon liquidation the bank pays fifty 
cents on the dollar. W, the widow, 
loses 50 per cent. of her $900, or $450. 
B, the owner of a borrowed deposit, 
loses nothing, for he is allowed to set 
off his $1000 deposit balance against 
his $5000 note. He pays the bank’s re- 
ceiver only $4000. This is the law in 
the United States today (Friedman v. 
Commissioner of Banks, Supreme Court 
of Massachusetts, 1935, 196 N. E. 264. 
Annotation in 82 American Law Re- 
ports 665). 


BORROWERS CAUSE FAILURES 


The owners of the primary deposits 
without any desire on their part to do 
so, carry a risk which is not borne by 
the owners of the borrowed deposits, 
who are in many cases responsible for 
the failure of the bank. The stockhold- 
ers of insolvent banks of course lose 
their investments as do the owners of 
any insolvent business. 

The Banking Act of 1935 goes a 
little way toward remedying this defect 
by requiring that all national banks ac- 
cumulate a surplus equal to their capi- 
tal stock before paying out dividends. 
It also recognizes the law of set-off in 
permitting banks to subtract the unpaid 
loans to depositors in the calculation of 
the amount of deposits covered by the 
Federal Deposit Insurance System. 


SEPARATION OF TWO CLASSES OF 
DEPOSITS 


If the stockholders of banks are re- 
quired to furnish all the risk-bearing 
capital, it will make it easy to separate 
the “loaned” deposits from the primary 
or “saved” deposits. The small depositor 
who was not a borrower from his bank 
was not fairly protected before 1933. 


‘The new Federal Deposit Insurance 
System gives him security for the pres- 
ent, but the fact that his savings are 
still intermingled with a much greater 
volume of loaned deposits should raise 
doubts about the adequacy of the 
scheme when the next great depression 
arrives. 


CASH DEPOSIT AND LOAN DEPOSIT 
BUSINESS 


Commercial banking operations might 
be divided into two separate parts. One 
type of bank (or one department of a 
dual corporation) should deal only in 
receiving cash deposits. These represent 
the accumulated savings of individuals 
and corporations. Its investments to 


secure these should be government 
bonds. This would protect deposits in 
the same way as national bank notes 
have been protected. The elasticity of 
these saved deposits is altogether dif- 
ferent from the elasticity of the loaned 
deposits. The volume of common money 


and cash deposits will fluctuate with 
population, with the custom in the size 
of cash balances and with hoardings. 
The other grand division of the 
banking system would operate a loan 
deposit business. Its deposits are all 
derivative; they are borrowed by the 
depositor. The volume of loan deposits 
should fluctuate with the volume of 
business transactions, since these are 
created to finance the flow of goods 
from production to consumption. The 
original capital for this type of insti- 
tution may be provided by private 
stockholders; or, the loan banks might 
be on a co-operative basis, like the na’ 
tional farm loan associations and the 
Federal production credit associations. 
These two systems, one established in 
1916 and the other in 1933, do not have 
the power to create deposit currency 
and their loans are limited to farmers. 
The possibility of creating a co-opera’ 
tive institution to manufacture deposit 
currency for all lines of industry should 
interest students of monetary theory. 
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“ Blind 


Spots ” 


Analyzing the Objections to a National Co-operative Campaign 
of Public Education 


By R. E. Doan 


V THAT do bankers think of a 
National, co-operative campaign 
to really educate the public re- 

garding private banking? 

The response to our suggestion of 
such a program, set forth in the article 
“Banker! Speak Out!” in the August, 
1935, issue of THE BANKERS MAGAZINE, 
was both interesting and enlightening. 
Readers of this magazine have had the 
opportunity to read many of the scores 
of letters received regarding this article, 
and reprinted in the September, October 
and November issues under the heading, 
“When Bankers Speak Out.” 

Although most of the letters reprinted, 
in fact practically all of those received, 
expressed approval of the plan suggested, 
there have always been certain objec- 
tions to any such co-operative campaign. 
Since many of these objections are 
worthy of consideration and, what is 
even more important, since they bring 
out some of the reasons for that “do- 
nothing, say-nothing” policy which has 
characterized American banking through- 
out its history, we feel that it may be 
well to review and analyze them at this 
time. In our opinion, many of these 
objections, although sincerely concurred 
in by a number of bankers, really con- 
stitute the “blind spots” which have 
kept bankers from exercising their privi- 
lege and duty of educating the public 
to a true and full appreciation of private 
banking. 

Briefly, the objections to a national, 
Co-operative campaign of public educa- 
tion regarding banking are: 

1. The belief that it is too late to 
accomplish much now. 

2. The fear that such a plan is not 
possible because of the many difficulties 
entailed in securing proper co-operation. 


3. The idea that public confidence 
has been fully restored in private bank- 
ing, and that the need no longer remains 
for public education. 

4. The belief that the job can be 
done as well or better by utilizing free 
publicity releases instead of paid adver- 
tising. 

5. The idea that it would not be 
dignified for banking to engage in such 
a campaign. 

6. The feeling that local effort will 
accomplish more than national, co-opera- 
tive effort. 

Let us consider these objections.in the 
order named, and endeavor to analyze 
each of them individually. 


“rr's: 160 LATE” 


Some bankers feel that, because of 
Government regulation of, and partici- 
pation in, banking today, and also be- 
cause of uncertainties as to banking’s 
present and future position in the eco- 
nomic picture, it is too late to profit 
from any campaign of public education. 
In short, they feel that the banker must 
sit back and wait for Congress and the 
Administration to clarify banking’s posi- 
tion, present and future, before attempt- 
ing to explain anything about banking 
to the public. 

There may be a certain amount of 
truth in this viewpoint. However, other 
considerations are pertinent if bankers 
are sincerely interested in determining 
their status, if they are truly dissatisfied 
with any part of the regulation of bank- 
ing by Congress and the Administration, 
or if they desire to have some voice in 
future Government regulation of bank- 
ing. 

If bankers entertain any doubt about 
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banking’s present or future position, or 
if they fear adverse legislation, there is 
no necessity for them to sit back and 
wait for our legislators to determine 
these matters. As Bruce Barton, famous 
editor and advertising man, recently sug- 
gested: “Why should we bother so much 
with the servants of the people when 
we can talk to the people themselves?” 


SPEAK DIRECTLY TO THE PEOPLE 


That is the only logical answer to such 
an objection. Bankers have the same op- 
portunity as other lines of business— 
they can speak directly to the people 
themselves who, after all, are the de- 
termining factor in matters of legisla- 
tion. Bankers need not sit idly by wait- 
ing for Congress or the Administration 
to relieve any present or future uncer- 
tainty. When, by effective education 
the public is given adequate information 
upon which they may base conclusions 
as to the problems of banking, and only 
then, banking will be freed from unjust 
criticism, possible hasty and ill-advised 
legislation detrimental to the best in- 
terests of both banking and the public, 
and general uncertainty as to banking’s 
future. 

Of course, in this connection, it may 
be as well to admit the fact that bank- 
ing has already procrastinated too long 
in some respects. As far as the Gov- 
ernment being in the banking business 
is concerned, in some important phases 
it is here to stay. As is the tendency 
with government in any business, a 
point is often reached where a with- 
drawal from such fields becomes prac- 
tically impossible without loss to the 
Government and to private interests 
which have been encouraged to rely 
upon a continuation of such’ govern’ 
mental activity. 

However, it is not too late to salvage 
a part of the loss, nor to prevent further 
encroachments constantly being urged 
by unscrupulous, or at least short-sighted 
theoreticians and politicians. Bankers 
can still enlighten the public on the ad- 
visability of restricting the activities of 
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present governmental agencies competing 
with private banking, and bankers can 
still show the public the fallacies inher- 
ent in Government entrance into other 
banking fields. 

When, in the name of common sense, 
should bankers speak out if not now? 
Is it logical to stand idly by while ex- 
perimentally inclined groups and individ- 
uals continue to inflame an uninformed 
public to ever greater hatred of bank: 
ers—with socialization of banking as 
their ultimate goal? 

The acceptance of an “it’s too late” 
attitude on the part of any appreciable 
number of bankers in this country will 
only postpone and make harder, if not 
impossible, the job which must sooner 
or later be done if private banking is to 
survive in a _ recognizable, beneficial 
form. 


“TOO MANY DIFFICULTIES” 


Another objection to a national, co 
operative educational campaign is based 
on the fear that it will be impossible to 
secure the co-operation necessary not 
only for the financing of such an effort, 
but for the ultimate success of any such 
movement. 

Of course it will be difficult. But 
merely because difficulties beset the path 
should we give up and be content with 
less effective methods, or with no action 
at all? I realize, of course, that this 
sounds more than a little quixotic. How- 
ever, the same difficulties—without the 
real need for action which today faces 
banking—have beset the paths of other 
lines of business. Yet these other lines 
have succeeded in organizing and edu- 
cating the public on a co-operative, 
nation-wide scale regarding the merits 
of their particular product or service. 

Must we bankers confess to less in 
telligence, less initiative, less co-operative 
spirit than other lines of business? 

Another group inclines to the belief 
that public confidence in banking has 
been fully restored, and there no longer 
remains a need for public education. 

To the banker who seldom contacts 
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the public, and who consequently de- 
rives his opinion of the public’s attitude 
only from conversations with his asso- 
ciates at the bank or his friends at the 
club, this statement may sound reason- 
able. 

However, to the banker who gets out 
among the common people—among those 
who, after all, are the public—there can 
be no such “blind spot,” no ignorance 
of the fact that public confidence has not 
been “restored” to banking in any real 
or lasting sense of the word. 

Without desiring to be sarcastic, and 
without attempting to be sensational, we 
cannot help but make the following 
statement: Anyone who believes that 
public confidence has been fully restored 
to private banking is living in a veritable 
“fool's paradise.” 


REAL CONFIDENCE NEVER EXISTED 
In the first place, it is an absolute im- 


possibility to restore that which has 
never existed. And there has certainly 


never existed sufficient knowledge of 
banking among the public to warrant 
even the most optimistic banker to be- 
lieve that the public had confidence in 
banking. 

Second, before there can be confidence 
in anything, there must be thorough un- 


derstanding. And no concerted or in- 
telligent effort has, as yet, been made to 
bring even the basic truths of private 
banking to the attention of the great 
masses of the American public. 

The truth of the matter is, a large 
measure of the so-called “confidence” 
which has been “restored” to banking is 
not confidence in the banks themselves. 
It is largely confidence in the provisions 
of the Federal Deposit Insurance Cor- 
poration. The public is today relying 
more upon the FDIC than upon the 
banks for the safety of its money. If 
those bankers who believe otherwise will 
but forsake the comfort and false mental 
security of their associates and clubs, and 
will condescend to mix with the masses, 
asking a few questions here and there, 
they will find this to be true. 


The fact is that the job still remains 
for bankers to educate the public and 
to create, from virgin soil, a confidence 
in private banking. Until that job is 
done, and done well, banking can never 
be secure from unjust criticism, selfishly 
motivated attacks, and ultimate loss of 
its rightful place in the American eco- 
nomic picture. 


‘““PUBLICITY VS. ADVERTISING” 


Among those who are not in sympathy 
with a national, co-operative program of 
public education regarding banking, we 
always find a few who adhere to the 
outworn idea that an adequate job can 
be done by supplying newspapers and 
magazines with “articles of constructive 
news interest’—in other words, with 
press releases which these publications 
are expected to print without charge. 

The attitude of the newspapers, and 
the logical answer, to such a program 
was well expressed by the Editor and 
Publisher, trade journal of the newspaper 
business, as follows: 

“Regardless of how many newspapers 
will print ‘articles of constructive news 
interest, why cannot the American 
Bankers Association establish a real ap- 
propriation for paid space and tell its 
story straightforwardly, when it wants 
to, where it wants to, and in its own 
words and headlines? Other interests 
have found such a plan more effective. 
And certainly few of them needed a 
direct approach to public confidence 
more than the banking business.” 

Bankers, as a whole, have hitherto 
shown little regard for their privilege, 
if not obligation, to encourage under- 
standing of private banking on the part 
of the public. Why, then, when diff- 
culties arise, should they expect news- 
papers, magazines, etc., to champion 
banking’s cause by donating space? The 
pages of these publications are open to 
bankers, as to others, to tell their story 
when, where and how they please—in 
paid advertising space. Newspapers and 
magazines cannot be blamed for a re- 
luctance to shoulder the banker’s right- 
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ful burden by donating “free publicity.” 
They realize, as the banker should, that 
if the proper educational effort had been 
put forth long ago bankers would not 
now be in such a situation; also, that the 
bankers’ job still remains and can still 
be handled in the same manner that 
“other interests have found more effec- 
tive.” 
““UNDIGNIFIED”™ 


And there are those who always insist 
that it would not be dignified for bank- 
ers to enter into any controversy through 
advertising. In the first place, it is not 
at all necessary that such a program be 
controversial in nature. Its primary 
purpose would be educational, not ar- 
gumentative. In many cases it would, 
of course, bring forth facts which might 
conceivably be considered controversial 
or argumentative, since they would ut- 
terly refute the misinformation which 
has hitherto been given the American 
public. If such be undignified, then 
much of the best literature in the world 
might well be condemned by the same 
standard. 

As far as dignity and the public’s re- 
action is concerned, few people—with 
the exception of some bankers—would 
consider such a program undignified. 
America loves a fighter, and the Amer- 
ican people are inclined to believe that 
silence is an admission of guilt. Unless 
banking defends itself, setting forth the 
facts of the case, the public has little or 
no information upon which to base its 
conclusions—except that so freely given 
it by the enemies of banking—and the 
natural reaction is to believe that bank- 
ing has no answer to the charges made. 


‘““LOCAL EFFORT” 


Probably the least reprehensible “blind 
spot” which keeps bankers from active 
participation in a national, co-operative 
educational campaign is the opinion that 
such education can best be accomplished 
by the individual banks, clearing houses 


or state associations. There are, how- 
ever, a few important considerations en- 
tering into such local efforts. 
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In the first place, many individual 
banks refuse to shoulder the job of edu- 
cating the public. They feel that such 
educational effort should be a co-opera- 
tive one, for all banks will share in the 
benefits. For that reason, comparatively 
few banks in the country are willing to 
spend enough to do a really good edu 
cational job even in their own locality— 
and they cannot logically be expected to 
feel or act otherwise. 

In the next place, few bankers’ asso- 
ciations—either local or state—could en- 
gage, without a tremendous waste, in a 
real educational campaign which would 
reach the public through the many me- 
diums necessary to do the job right to- 
day. Any effective campaign, to reach 
all of the people in any locality today, 
would necessitate the use of nation-wide 
radio hook-ups, national magazines, 
newspapers, outdoor advertising, etc., etc. 
And the use of most such media by any 
clearing house or state group of bankers 
would entail a cost disproportionate to 
the possible benefits to be received by 
that group. Nearly all such media 
would extend far beyond the present or 
potential field of such a group, and they 
would have to pay for circulation to 
educate people who, in no conceivable 
way, are their direct responsibility. 


LOCAL EDUCATION 


Of course, local groups readily realize 
these facts, and so they limit their effort, 
advisably under the circumstances, to the 
more localized media. This, unfortu 
nately, results in a loss of both effective 
ness and repetition, and not all of the 
public in that locality is reached by the 
messages. 

Finally, another consideration must be 
faced. There are many things regarding 
banking which cannot be as gracefully 
or forcefully said by any one bank or by 
any local group as could be said by all 
banks in the country working together 
and speaking collectively. 

In short, any local campaign—however 
excellent its preparation and presenta’ 
tion—has certain very definite limita 
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Many a man who reads this, makes more than 16 tele- 
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tions. It cannot utilize all of the media 
so necessary in this day and age to effec- 
tively contact every person; it cannot 
make use of the commanding space so 
vital in establishing the proper psycho- 
logical reaction in the reader’s mind; it 
cannot say all of those things which must 
be said to fully clear up the misunder- 
standing of banking; and it cannot carry 
the assurance that all banks in the coun- 
try are definitely in accord with the 
Principles set forth—this last item a 
most important one, because people to- 
day fully realize the interdependence of 
banks throughout the country. 

Of course, in considering a national, 
“operative campaign, it should be 
tealized that such an effort is not in- 
tended to replace individual, clearing 


house or state group effort. Such local 
advertising effort will always be needed, 
and will always have a very definite 
place, for the effectiveness of local color 
cannot be minimized. However, a na- 
tional, co-operative campaign holds pos- 
sibilities far beyond local effort. It will 
give co-ordination and direction to local 
work; it will make possible the utiliza- 
tion of media beyond the reach of the 
average individual bank or small group; 
it will enable banking to say those things 
which must otherwise remain unsaid; it 
will carry with it the assurance that all 
banks in the country are in accord with 
the sound principles set forth; and, by 
the united action and close contact which 
it will entail, it will give banking itself 
an improved morale. 
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Early American Bank Stock 


Speculation 
The Rise of the State Banks 


By A. M. SAKOLsKI 
Author of “The Great American Land Bubble” 


This is the third of a series of articles on early American bank stock speculation.—Epiror. 


HILE the speculative fever in 

\X/ United States Bank “script” 

was raging, a similar mania for 
banks created under state auspices was 
prevalent in the leading states of the 
Union. As previously noted, banks had 
already been established in Philadelphia, 
New York, Boston and Baltimore when 
Hamilton reported his plan for a na- 
tional bank. At first, proprietors of 
these institutions feared the potential 
competition of Hamilton’s Federal fiscal 
agency. But Hamilton did not originally 
intend that the national bank should 
extend its operations to all localities. 
Above all, he did not want it to com- 
pete with his own godchild, the Bank 
of New York. But the directors of the 
national bank, all prominent capitalists 
in the Federalist fold, thought other- 
wise. 

They had hardly begun operations 
under Thomas Willing, a former part- 
ner of Robert Morris, when it was an- 
nounced that branches would be opened 
in New York, Boston, Richmond, Balti- 
more and other places that offered a 
field for profitable business. Hamilton 
was surprised at this move. He wrote 
to William Seton, the cashier of the 
Bank of New York, on November 21, 
1791, stating that the plan of establish- 
ing branch banks was against his judg- 
ment and added, “Ultimately it will be 
incumbent upon me to place the public 
funds in the keeping of the branches, 
but it may be depended upon that I shall 
precipitate nothing, but shall conduct 
the transfer so as not to embarrass or 
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distress your institution.”! And he gave 
personal advice to Seton, who evidently 
was considering taking a job with the 
government institution: “If there are 
finally to be two institutions, my regard 
for you makes me wish you may feel 
yourself at liberty to take your fortune 
with the branch that must predominate.” 


NATIONAL BANK BRANCHES VS. THE 
STATE BANKS 


In Boston likewise there was some 
trepidation that a branch of the national 
bank there would put an end to the 
profitableness of the recently established 
state institutions. “The State Bank of 
Massachusetts,” Christopher Gore wrote 
to Rufus King, August 7, 1791, “is well 
disposed to receive its death warrant at 
the present time. The stockholders are 
largely interested in the National Bank 
and would be willing to promote the 
latter to the destruction of the former.”? 

But the Bank of New York, unlike 
its sister institution in Boston, was 
profitable and its shareholders did not 
relish an absorption by the giant na- 
tional institution. Accordingly, the div 
rectors took action to stave off the po- 
tential competitor. They set aside 300 
shares of stock to be taken by the Bank 
of the United States as a “measure they 
hoped to prevent the establishment of 2 
branch in that city.” There was then 
some talk of selling out to the national 
bank, but this was not seriously con’ 


*Hamilton’s Works, (Lodge) IX, p. 498. 
*Rufus King Correspondence, I, p. 400. 
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sidered; so the branch bank opened its 
doors for business in New York. 

While all this was going on both 
New York and Boston were being swept 
by a great wave of speculative enter- 
prises, among which new banks were 
prominent. Christopher Gore predicted 
that the states, because of a jealous fear 
of a Federal usurpation would, as an 
offset, freely charter banks within their 
territories. “Bankmania” helped this 
move along. In New York alone dur- 
ing the years 1790-1792, there were 
dozens of bank projects. Moreover, 
business corporations were proposed 
largely with a view to obtaining char- 
tered banking privileges. 


“THE MILLION BANK” 


The wildest banking scheme at this 
time was popularly known as “The 
Million Bank.” The first notice of it 
appeared in a prospectus published 
January 16, 1792, under the caption 
“The Million Bank of the State of New 


York.” Its capitalization was set down 
at $1,000,000—an unusually large sum 
for a private banking institution in 


those days. The shares were fixed at 
$500 par value. The excuse given for 
its promotion was that the banking capi- 
tal in New York City was insufficient; 
that more banks were necessary to ad- 
vance the city’s commerce, the agricul- 
ture and the factories of the state; and 
lastly, that the shares of the Bank of 
New York were selling too high without 
just cause. Application was to be made 
immediately to the state legislature for 
a charter, and a. provision therein would 
permit within nine months a coalition 
with the Bank of New York on such 
terms as the promoters may deem 
equitable. 

But the promoters did not wait for a 
charter to begin their stock jobbing op- 
erations. They forthwith proceeded to 
take subscriptions for shares. For this 
Purpose a committee, consisting of the 
chief promoters, was appointed. The 
leader was Alexander Macomb, a part- 
her of both William Duer and William 
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Constable, leading capitalists in New 
York, in various speculative deals 
Macomb went into it heavily. Brock- 
holst Livingston, another contemporary 
speculator, Abraham Duryea, Moses 
Rogers and John Mc’Vicker, were other 
members of the committee. Mc’Vicker 
was a stockholder in the Bank of New 
York, holding ten shares of $500 each 
at the time of its incorporation in 1791. 
Like Macomb, he was also a wild land 
speculator. The other promoters, with 
the exception of Macomb (who held 
but one share), do not appear among 
the list of the Bank of New York share- 
holders, but they were prominent busi- 
ness men. 


MAD RUSH FOR SHARES 


There was a mad rush to buy the 
“Million Bank” shares. By noon on the 
day subscriptions were opened, the 
shares were over-subscribed five times. 
Quotations for the “rights” went imme- 
diately to a high premium. The Daily 
Advertiser for January 17, 1792, only 
one day after the subscription books 
were open, announced that “Scripts” 
(i. e., receipts for first payment of $200 
per share) in the Million Bank to be 
delivered as soon as a charter can be pro- 
cured, were quoted at $230. The “rights” 
were offered at $92 cash. There was 
evidently heavy trading in the rights. 
The brokers, John Pintard and Isaac 
Whippo, both of whom were concerned 
in the promotion, did a tremendous 
business in the scrip on “a when, as, 
and if delivered basis.” 

After the subscriptions were com- 
pleted, a meeting of those who had en- 
tered their names for shares was called 
at Corre’s Hotel the same evening. 
Robert Troup, a local politician, took 
the chair. He announced that 21,740 
shares were subscribed. It was neces’ 
sary to cut down the allotments. Ac- 
cordingly, it was agreed that those who 
had subscribed for thirty shares and over 
were to receive three shares; those with 
subscriptions from twenty shares up to 
thirty were to be given two shares; all 
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others, one share each. Thus a wide 
distribution of the shares was assured. 
The promoters desired this. It might 
help toward the grant of a liberal char- 
ter by the state legislature. 


AFFAIR MAY HAVE BEEN A HOAX 


An amazing feature of the proceed- 
ings was that no immediate cash pay- 
ment was demanded of the subscribers. 
It was agreed to postpone this payment 
until after the proposed charter should 
be drawn up and approved. A commit- 
tee was appointed to attend to this 
matter. 

Naturally, there was considerable dis- 
satisfaction on the part of those who 
were unsuccessful in obtaining stock. 
It was feared that their complaints 
would hinder or prevent the contem- 
plated grant of a state charter. To 
avoid this difficulty it was proposed to 
organize another bank. So on January 
19, 1792, the newspapers announced 
that “This day at ten o'clock A.M. will 
be opened at Corre’s Hotel a subscrip- 
tion to a new bank and will continue 
until one o'clock in the afternoon, and 
so from day to day until the whole capi- 
tal shail be subscribed.” Isaac Whippo 
was chairman of this affair and it was 
tentatively decided to organize another 
“Million Bank,” to be called the Mer- 
chant’s Bank, with shares of $100. Be- 
yond this procedure, however, nothing 
further was done. The whole affair may 
have been merely a hoax. 


SCHEME FOR A “TAMMANY BANK” 


In the meantime, emboldened by the 
success of the “Million Bank” promo- 
tion, a rival group formed a scheme for 
a “Tammany Bank” with a capitaliza- 
tion of $2,000,000, divided into shares 
of $400 each. The name was soon 
changed to the “State Bank.” Its chief 
promoters were Walter Livingston, a 
notorious plunger, and Richard Platt, a 
merchant and one of the charter share- 
holders of the Bank of New York. They 
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immediately applied to the legislature 
for a charter. The “Million Bank” pro- 
moters likewise submitted a similar peti- 
tion. Proposals were made to merge 
the two propositions. This met with 
general approval. A proposition was 
also made to give the state a participa- 
tion in the ownership and profits of the 
proposed bank and to pay a high rate 
of interest for the use of the state’s sur- 
plus funds. The legislature considered 
the charter application a whole month, 
amid a howl of public opposition and 
vigorous criticism. 

The principal objectors to the new 
banks’ charters were the friends of the 
national bank: and the directors of the 
Bank of New York. They did not relish 
the idea of having mushroom competitors 
to theix ‘institutions. The directors of 


‘the Bank of New York steadfastly re- 


fused to consider the effort of coalition 
or compromise with the proposed insti- 
tutions. They also refused to grant any 
loans or discounts on the paper of “the 
great advocates” of the new institution. 
Steps were also taken to preserve the 
bank’s specie reserve in the event that 
these new bubbles should burst. 


HAMILTON OPPOSED TO “BANKMANIA™ 


All this was highly pleasing to Alex: 


ander Hamilton. He was _ whole’ 
heartedly opposed to the “bankmania.” 
In a communication to his friend, Wil 
liam Seton, he wrote, “The extravagant 
sallies of speculation do injury to the 
government and to the whole system of 
public credit, by disgusting all sober 
systems and giving wild air to every: 
thing.” And in another letter, he stated 
“I feel great satisfaction in knowing 
from yourself that your institution re’ 
jects the idea of a coalition with the new 
project, or rather hydra of projects . . . 
I consider the public interest as ma’ 
terially involved in aiding a valuable in: 
stitution like yours to withstand the at 
tacks of a confederated host of frauds, 
and I fear, in too many instances, un’ 
principled gambles.” 





~The Export Letter of Credit 


Inland Bankers Should Be Familiar with This Type of Paper 
Used to Finance America’s Export Trade 


By N. E. WIEBE 


financed to a large degree by 
means of letters of credit opened 

by the buyer’s banks abroad with their 
correspondents here. For reasons not 
the object of this discussion, the bulk of 
such letters of credit are opened through 
banks in New York. These credits 
usually provide for the shipper’s, or 
beneficiary’s, drafts drawn at sight or 
for 30, 60, 90 and occasionally 120 
days’ sight accompanied by shipping 
documents consisting of bills of lading 
carrying title to the merchandise, insur- 
ance policies or certificates and invoices. 
The shipper, after arranging for his 
shipment and obtaining his documents, 
generally presents the documents to his 
local bank for negotiation or collection. 
The letters of credit are issued in 
several forms and it has been found 
that there are some bankers who are not 
familiar with these forms and just what 
they imply. I dare say that in some of 
the smaller communities a banker would 
be entirely at sea should one of his cus- 
tomers walk in to negotiate a draft un- 
der a letter of credit he had received 
from a New York bank. Further, many 
times the shipper himself, particularly 
if he is not accustomed to shipping 
abroad, will not understand the credit, 
opened, and it is only natural for him 
to go to his local bank for information. 


i export trade of this country is 


REVOCABLE CREDIT LETTER 


Let us review here the various types 
of export letters of credit in common 
use in our country today. There are 
three types, namely, the revocable credit, 
the unconfirmed irrevocable credit and 
the confirmed irrevocable credit. 

The revocable credit is often called 


an authority to pay or an authority to 
accept. This form of credit may be 
amended or canceled at any time by 
the opening bank without notice to the 
beneficiary. It is issued merely to assist 
the shipper in preparing and presenting 
the necessary documents. It is also 
clearly stipulated in the credit itself that 
it is a revocable credit, and is subject 
to cancellation. A credit of this type 
gives the shipper no assurance that his 
draft will be paid or accepted when it 
arrives at the drawee bank. It may be 
that he has completed all arrangements 
for his shipment or even that the ship- 
ment has already been made and upon 
presentation of his draft and documents 
to the drawee bank finds that the credit 
has been canceled. Naturally, a bank 
which negotiates a draft drawn under 
such an advice does so only on the re- 
sponsibility of the shipper. However, 
this is the type of export credit most 
frequently used and the beneficiaries’ 
drafts are generally taken by the local 
banks for collection only. 


UNCONFIRMED IRREVOCABLE LETTER 


The unconfirmed irrevocable letter of 
credit is one which may not be amended 
or canceled without the consent of the 
beneficiary. Under this type of credit 
the opening bank abroad, but not the 
advising bank here, undertakes that the 
beneficiary’s drafts will be duly honored 
if presented in accordance with the 
terms of the credit. This gives the ship- 
per the assurance that his drafts will 
be honored by the drawee bank, pro- 
vided that he presents the proper docu- 
ments in the proper form as stipulated 
in the credit and, of course, before the 
expiration date. As previously stated, 
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this form of credit is irrevocable only 
on the part of the foreign or opening 
bank. The advising bank in this coun- 


try assumes no responsibility byt - acts, 


merely in the capacity of passing on the 
instructions of the opening bank to the 
beneficiary. Banks negotiating drafts 
under these credits do so upon the re- 
sponsibility of the foreign banks which, 
of course, are named in the credits. As 
in the case of the revocable credit, or 
any credit for that matter, the bank 
may always take the draft on the re- 
sponsibility of the shipper. 


CONFIRMED IRREVOCABLE LETTER 


The confirmed irrevocable letter of 
credit is similar to the unconfirmed ir- 
revocable credit except that the advising 
bank adds its responsibility to that of 
the opening bank. This type of credit 
likewise may not be amended or can- 
celed without the consent of the bene- 
ficiary. The shipper and the negotiat- 
ing bank have the assurance of an 


American bank that his (the shipper’s) 
draft and documents will .be duly hon- 
ored if in accordance with the terms of 


the credit. This is the ideal type of 
credit from the standpoint of both the 
shipper and the negotiating bank. 

As distinguished from the three types 
of credits mentioned above under which 
the beneficiary must draw his draft on 
the advising bank in New York or other 
large centers, there is the “domiciled 
credit.” Instead of the advising bank 
notifying the beneficiary direct, it ad- 
dresses its advice to a bank in the same 
city or locality the beneficiary is in, who 
in turn notifies the beneficiary. This 
credit is available only at the office of 
the bank notifying the beneficiary and 
generally provides for drafts drawn on 
that bank. It may also be revocable, 
unconfirmed irrevocable, or confirmed 
irrevocable, but for obvious reasons the 
revocable type always contains a clause 
to the effect that any drafts honored 
prior to receipt of notice of modification 
or cancellation will be duly reimbursed. 
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While there are other types of let 
ters of credit used in the export field, 
they are so infrequently seen as to need 
no mention here. 


AN ADVANTAGE TO SHIPPERS 


It is much to the advantage of the 
shipper to export on the letter of credit 
basis rather than on open account or a 
collection basis, particularly these days. 
On the credit basis regardless of the 
type of credit opened he does not have 
to give up title to the merchandise until 
he has either received payment therefor, 
or his draft accepted by the drawee 
bank. Further, he receives his money 
or his bank acceptance, which he can 
readily sell in his own country and in 
his own currency without worry about 
foreign exchange restrictions. It is 
naturally to the shipper’s advantage, for 
reasons outlined above, to request the 
buyer to arrange for the opening of an 
unconfirmed irrevocable credit, or pref: 
erably a confirmed irrevocable credit. 
Of course, if the shipper is familiar with 
the buyer and his financial standing, 
etc., and has reason to believe him re 
liable, the revocable credit might suf: 
fice. In any event, with all the present 
day intricate exchange restrictions preva 
lent in many foreign countries and the 
general unsettled conditions, it is ad 
visable for shippers here to ship only 
under a letter of credit unless there is 
good reason to do otherwise. 


—O— 


FURTHER BANK ECONOMIES 


THE period of widening operating 
economies, most bankers feel, is draw 
ing definitely to a close. In the face of 
a mounting volume of deposits, further 
reductions in staff are not practical, 
while a rising cost of living has com 
strained the management of most ba 
to consider increased salaries for lower’ 
paid employes rather than further cuts. 
—The New York Times. 





The FHA Construction Loan 


Practical Suggestions for Handling This Class of 
Paper at Nominal Cost 


By Grorce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala. 


This is one of a series of articles on FHA loans based. on this author's wide experience. 


MacazineE has published the methods 

employed by The Commercial Na- 
tinal Bank of Demopolis, Alabama, in 
making FHA loans under Title II of the 
National Housing Act. 

The purpose of this article is to de- 
scribe the method used by our bank in 
closing these loans in the hope that other 
bankers may find. in our policy some 
suggestions that may be helpful to them 
in handling this kind of paper speedily 
at a nominal cost. 

Assuming that an application has been 
submitted to the Federal Housing Ad- 
ministration and a definite commitment 
has been issued guaranteeing insurance 
of the loan, the lending institution has 
certain supervisory duties that must be 
performed before the loan is placed upon 
the books of a bank. An explanation of 
this preliminary work is necessary before 
our method of closing FHA loans is de- 
scribed. 

Approved lending institutions, hold- 
ing a contract of insurance from the 
FHA, should assist applicants in the 
preparation of their applications and 
guide them in holding down building 
costs whenever possible. Financial in- 
stitutions have wide discretionary powers 
which, when exercised for the benefit of 
loan customers, will attract and secure 
many profitable loan accounts and create 
good will in the community. 

Pethaps the most important service 
rendered loan clients by the FHA is the 
Inspection and actual direction of the 
building of homes. To bankers who have 
hot visited, in company with an FHA 
architectural] inspector, a house under 
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—Epiror. 


construction, much of the work done by 
the examiner is unknown. 

When inspection reports are received 
the mortgagee is assured that the struc- 
ture has been carefully studied by these 
experienced men and that measurements 
have been taken to certify all portions of 
the work. It is the duty of the lending 
institution to officially notify the FHA 
when inspection is needed. Bankers 
should take into consideration the time 
required for the FHA to place an in- 
spector on location and notice should be 
given at least three days before the date 
such inspections are needed. If several 
buildings are under construction in the 
same community it may be possible to 
secure two or more inspection reports in 
a single day. Care should be taken, 
however, not to order the inspector pre- 
maturely. 

Since the three authorized inspections 
are made at the expense of the Housing 
Administration on a basis of fee, plus 
travel expense, the bringing of an in- 
spector to a job before the proper stage 
has heen reached will entail an extra 
cost which applicants will be expected 
to pay. The following instructions used 
by the Federal Housing Administration 
of Birmingham, Alabama, will serve to 
illustrate the importance of the*duty of 
the mortgagee: 


IMPORTANT 


INSTRUCTONS TO MORTGAGEE ON NEW 
CONSTRUCTION FINANCED BY FHA INSURED 
MorTGAGE 


‘ 1. Send notification when all excavations 
will be completed, including the basement (if 
any). This includes trenches for exterior 
walls and all excavations for piers. Do not 
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pour any concrete or build any brick foot- 
ings in the trenches before this inspection is 
made and approval is given. 

2. Send notification when framing will be 
completed, the plumbing and wiring roughed 
in, but before any of the structure is covered 
with lath, wall board or ceiling. The roof 
may be covered, sub-floor and sheathing com- 
pleted, but no part of the framing concealed. 

3. Send notification when the job will be 
completed and ready for acceptance by the 
owner. At this time the water should be 
turned on and gas and lights connected. 


When the mortgagee has fulfilled all 
regulations and instructions set out above 
the inspector's first report for a small 
house may be made out in accordance 
with the following sample: 


First INSPECTION REPORT 
Serial No. 01,000 
Alabama. 

1. What is the stage of work on this 
date? Footings and piers built, front and 
side walls in place. 

2. What are approximate dimensions of 
evacuations? 14” wide, 12” long and 24” 
deep. 

3. Does evacuation location comply with 
approved drawings? Yes. 

4. Are bearing surfaces of all footings be- 
low frost line? Yes. 

5. What is type of soil at bearing sur- 
faces of footings? Black sandy loam. 

6. Are bearing surfaces in an undisturbed 
condition? Yes. 

7. Are bearing surfaces suitable for sus- 
taining weight of the structure? Yes. 

8. Is foundation drainage adequate? Yes. 

9. Is fall to sewers sufficient? Yes. 

10. Does evacuation substantially comply 


—_ approved drawings and specifications? 
es. 


11. Is there any other substantial condi- 
tion or circumstance which may adversely af- 
fect stability or durability of proposed build- 
ing? Remarks: Must add 5 brick or C. I. 
vents to foundation as explained to contractor. 


The report is certified with the state- 
ment that the property has been care- 
fully examined and that the inspector 
has no personal interest in the property, 
applicant or the mortgage. 

The second inspector report is made 
out in the same manner with wording 
designed to give a complete picture of 
the advanced stage of the work. The 
final report is received after the house 
is completed and ready for occupancy 
by the owner. 


Before the final inspection report is 
received and the time for closing a new 
construction loan arrives, the lending in- 
stitution should prepare and place in the 
hands of the mortgagor a preliminary 
estimate schedule. The estimate sheet 
informs the applicant of the amount of 
cash he must provide to cover the costs 
of the abstract, recording fee, initial 
service charge and hazard insurance. 

For example the cost schedule on a 
new construction loan of $2750 amor: 
tized for a period of 19 years and 9 
months could be made out as follows: 


INITIAL Cost EsTIMATE 


Amount of Loan $2750 Name: John Doe 
Address: Alabama. 

FHA No. 01-000 

1. Cost of Abstract 

2. Recording Fee 

3. Initial Service Charge 1% .... 

4. Fire & Tornado Insurance Ist 


Annual Premium 26.40 


5. Mortgage Insurance 3 of 1%.. 13.75 


Total Initial Cost Estimated $86.85 
(Paid tax receipt and photographs of com 
pleted house to be delivered.) 


By investigation and past experience 
we have determined the legal costs of 
the abstract and recording fees. Unless 
the preparation of an abstract requires 
extra research and many additional en 
tries, the cost set out above will be found 
to be correct for our district. 

Although some attorneys make a flat 
charge of $25 for preparing abstracts, 
we have engaged the services of a promi 
nent local lawyer, who is known to be 
capable and interested in the success of 
our institution, for legal advice and a¥ 
sistance in handling FHA papers. Ne 
tional banks are not subject to specia! 
state taxes assessed on mortgages, am 
for this reason, recording fees on 
mortgages cost less for our bank than 
such fees would be for a state bank lo 
cated in Alabama. 

The Initial Service Charge is optional 
with the lending institution and, while 
some banks make a charge for the service 
rendered loan customers, others do not 
include the charge in initial costs. Under 
FHA regulations the charge must not 
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exceed 2'47 per cent. of the principal 
amount of the loan for new construction. 

Fire and tornado insurance covers the 
first annual premium for hazard insur- 
ance on the building and is the last pre- 
mium paid by the applicant to the in- 
surance company. All future payments 
covering insurance are included in the 
monthly installments which are held in 
trust by the mortgagee to be paid an- 
nually, or after each three-year period, 
according to the term for which the 
policy is written. We have been suc- 
cessful in obtaining insurance policies for 
complete coverage by requesting the 
elimination of the three-fourths value 
dause since the property carries a gov- 
ernment guarantee. Home mortgages 
held by the HOLC carry the added fire 
protection and the author believes that 
bankers should request this protection for 
FHA homes. 


The notation at the bottom of the in- 
itial cost schedule is merely to remind 
clients that the bank must have the last 
tax receipt and that the FHA requires 
photographs of the completed house. 


Since loan customers retain a copy of 
the mortgagor’s application, showing 
the estimated monthly payments, no 
other adjustments of these figures can 
be made when the loan is closed with 
the exception of the estimated cost of 
hazard insurance, which can be definitely 
determined when the house is completed 
and rated by underwriters. 


One of the most important tasks im- 
posed upon the lending institution by 
the FHA is that of clearing the title of 
the property representing security to a 
loan. FHA regulations state that the 
borrower must establish that the title to 
the property is clear, but before a loan 
is eligible for insurance, the lending in- 
stitution must guarantee that the FHA 
mortgage is the only lien outstanding 
against the property. Final responsibility 
therefore is assumed by the bank accept- 
ing the mortgage. Satisfaction of any 
existing mortgage must be recorded, or, 
if the property is purchased, the deed 
should be placed on record before the 

papers are recorded. 
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Close supervision must be given to the 
clearing of liens and other obligations 
affecting the title to the mortgaged-prop- 
erty offered as security to Title II ‘loans. 
Often, in a case of refinance and repairs, 
a bank is faced with the problem of pay- 
ing from the loan proceeds, the first 
mortgage, satisfying special assessments, 
paying taxes, and effecting a settlement 
with the contractor for repair work in 
a single day after the FHA papers are 
executed. 

Due care should be exercised in dis- 
bursing the proceeds of an FHA loan in 
order that all interested individuals will 
be protected and all claims eliminated. 
Our procedure to accomplish a complete 
settlement is to list the first mortgage 
with the interest computed, together with 
the cost of repair contract, taxes and 
any other assessments to be paid out of 
the proceeds. 


On a $2750 loan for refinance, mod- 
ernization and repairs, our record might 
appear as follows: 


LIENS AND OBLIGATIONS 


Name: John Doe , Alabama. 
Amount of Loan $2750 

1. Mortgage held by J. J. Smith.. 

2. Interest on mortgage 

3. Contractor C. Jones Moderniza- 

tion and Repairs 

4. Taxes 

5. Paving Assessment 

6. Net proceeds from loan to John 


$500.00 


$2,750.00 


Total Disbursements 


In payment of the existing mortgage 
and interest we issue our cashier’s check 
payable to the holder of the mortgage 
and obtain in lieu a receipt for our file 
and satisfaction for recording. Extra 
precautions should be taken when settle- 
ment is made of the modernization or 
repair contract with the carpenter. While 
the final inspection report assures the 
mortgagee that the work has been done 
according to specifications and is accept- 
able to the FHA, it does not, of course, 
indicate that the payment of the contract 
price will release the bank or the owner 
from any future claims that might arise 
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from the transaction. Sub-contracts or 
other unpaid obligations might be dis- 
covered after disbursements have been 
made. 

To protect the interests of both the 
mortgagor and the mortgagee, it is best 
to confine building contracts to those 
architects and contractors who have es- 
tablished a credit record and are known 
to be honest, competent and reliable. It 
is annoying to receive letters from build- 
ing material firms advising the bank of 
outstanding bills of a certain contractor, 
with a request that the bank secure pay- 
ment of such accounts out of the amount 
due the contractor. This is indeed serv- 
ice beyond the contract and always an 
unpleasant task. The accounts represent 
liens on the structure and must be paid 
out of the loan proceeds. When a firm 
extends credit to a contractor on a par- 
ticular job the bank should be notified 
when the advances are made and the 
amount to be collected. If we are not 
furnished with the total of bills accumu- 
lated by the contractor, we make our 
cashier's check payable jointly to the 
debtor firm, contractor and the owner. 
Under the plan we are protecting the 
owner and the bank by obtaining re- 
ceipts in full and preserving a clear ac’ 
counting record for future reference. 
The remaining net proceeds are paid to 
the owner in the same manner. Usually 
this difference is applied on the cost of 
improvements to the property such as 
paving walks, building fences, or acces: 
sory buildings on the lot, or beautifying 
the grounds. 

After the FHA note and mortgage 
have been executed and disbursements 
are made, we forward the deed or mort- 
gage satisfaction to be recorded and our 
mortgage is the last paper placed on 
record. This is done so that the addi- 
tions to the abstract will show the 
changes in the title in the order in which 
they occurred. When all papers have 
been recorded we request the abstractor 
to include the late entries and furnish 
the completed abstract with a certifica- 
tion of title attached. Following the 
plan we actually receive certifications 
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from both the attorney making the docu- 
ment and a final opinion from the bank’s 
attorney who draws the mortgage and 
checks the abstract. 

When the National Housing Act was 
passed and numerous banking institu 
tions qualified to make insured loans, one 
of the first steps taken in preparation for 
the new business was the purchase, by 
many of these institutions, of new forms 
to be used in recording payments and — 
disbursing funds. 

Special ledger cards, customer pay- 
ment record books and, in some instances, 
financial statement forms and _ special 
ledger sheets have been purchased at a 
considerable increase in overhead costs. 
In this connection we find banks utiliz 
ing savings passbooks for the borrower's 
receipt. New headings are pasted over 
the columns in the books transforming 
them into receipts for crediting itemized 
payments. Doubtless the varied forms in 
use are the result of individual investiga’ 
tions made by bankers to suit their own 
definite requirements. 

In our bank the cost of new supplies 
for each FHA loan placed upon the 
books amounts to twenty-five cents 
Since the FHA furnishes, free of cost, 
a borrower’s record, notes, mortgages 
and a file for binding the entire set-up 
under one cover, we have not found it 
necessary to purchase additional forms 
for Title IT loans. 

Our solution to the supply problem 
came in the purchase of a special loan 
envelope which holds the entire set-up, 
including the abstract. The envelope con- 
tains numbered, ruled columns for 
crediting the principal payments to 
gether with space provided for setting 
down the balance on the note after each 
payment is made. The original FHA 
mortgage and note remain in the em 
velope and the portfolio becomes our if’ 
stallment record. The envelope is made 
of unusually strong material and de’ 
signed for use over a period of twenty 
years. By the use of such a file we are 
preserving all FHA papers under one 
cover for quick reference and a saving 
of time in handling payments. 





“Merit Ratings ” 


State Unemployment Insurance Laws in Some Cases Reduce Tax 
Burden for Those Who Provide Stable Employment 
— Important for Banks 


By HERMAN GLASSER 
Tax Consultant, New York City 


Legislation” which appeared in the 
January issue of THE BANKERS 
MaGAZINE, I stressed the fact that em- 
ployes of banks as a class will derive 
less unemployment benefits than work- 


I the article on “Social Security 


As this issue goes to press, word 
reaches us that the Attorney Gen- 
eral of New York State, in an offi- 
cial opinion to the Industrial Com- 
missioner of that state, holds that 
national banks, operating in New 
York State, are not subject to its 
Unemployment Insurance Law. His 
Opinion is based on the argument 
that since national banks are in- 
strumentalities of the United States, 
they cannot be taxed by states. 

If this opinion is correct, it will 
apply in every other state. If in- 
correct, the Commissioner may re- 
fuse to abide by it. Without re- 
gard to its correctness national 
banks should not be too enthusias- 
tic over the situation. It still leaves 
them subject to Federal Tax under 
Article IX. Against this tax, the 
employer is entitled to credit of 
all taxes paid under a state Un- 
employment Insurance law up to 
90 per cent. of the Federal tax. If 


ers in any other industry because of the 
regularity of their employment. In this 
connection I referred to the provision in 
state unemployment insurance laws by 
which employers, who have succeeded in 
stabilizing employment, and who are in 


industries where employment is regular, 
will be entitled to a reduction in the 
rate of contributions beginning with the 
calendar year 1941. 

Because of the importance of this pro- 
vision to bankers I wish to discuss in 


no tax is payable, under state law, 
the full tax without reduction must 
be paid under the Federal act. 
Since no tax is paid under the state 
act no benefits can be allowed for 
unemployment. 

Before national banks proceed 
further in their efforts to obtain 
exemption under their state Un- 
employment Insurance laws, it may 
be advisable to+ consider carefully 
whether they would not be better 
off if subject to the law. 

Nor does the possibility that the 
tax provided under Article IX may 
be held unconstitutional change the 
situation, since in that event it is 
almost a certainty that state Un- 
employment Insurance laws would 
then be repealed. In fact, some of 
the laws already adopted contain a 
provision that they shall become 
inoperative if Article IX of the 
Federal act is either repealed or de- 
clared unconstitutional. 


this article the general subject of merit 
ratings as incorporated in those laws 
where it has been adopted. And since 
it is the only method available to bank- 
ers for reducing a burden which they 
cannot pass on to customers and for 
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PAYROLL TAXES—UNEMPLOYMENT AND OLD AGE BENEFITS AT A GLANCE 








1. Who pays the tax? 


2. When tax goes into effect? 


Who must pay tax? 


ALABAMA 
UNEMPLOYMENT INSURANCE Tax 


Worker working fox 
employer subject to 
tax. 


Employer. 


January 1, 1936. 


Employer of 8 or more workers. 





Rate of tax? 


Per Cent. Per Cent. 
1936 
1937 
1938 
1939 
1940 
1941 based on 


merit rating 


1936 and 
thereafter l 





. Credit against tax? 


When payable? 


None. 


At such times as At time worker re: 
fixed by Unem- ceives wages by 
ployment Compen- having tax de 
sation Commission. ducted therefrom. 








What portion of wages taxable? 


All. 





The compensation of what workers are 
exempt from tax? 


Agricultural workers. 

Domestic servants in private home. 

Officers and members of the crew of a ves 
sel on the navigable waters of United 
States. 

Parent, husband, wife or minor child of em: 
ployer. 

Employes of Federal, state or local govern: 
ment. 

Employes of charitable organizations. 

Employes, the greater portion of whose work 
is performed without the state unless a rev 
ciprocal arrangement exists with other 

state. 











which their employes will derive little 
if any benefit, it is very essential that 
bankers should fully familiarize them- 
selves with this phase of the subject in 
order that they may bring themselves 
within the class which will be entitled 
to reduction in the rate of contributions. 

The merit rating provision in the 
state laws adopted to date are as fol- 
lows: 

Alabama. In 1941 and thereafter, 
contributions of employers will be based 
on three years of benefit experience. 
Contributions can be reduced to 114 
per cent. minimum or increased to 4 per 





cent. maximum, but the average of all 
contributions must be approximately 3 
per cent. The experience of each em 
ployer will be determined from separate 
accounts to be kept by the state to show 
contributions made by, and benefits paid 
to, workers of each employer. ; 
California. In 1941 and thereafter, 
contributions of employers will be based 
on 3 or 5 years of benefit experience. 
Separate accounts of each employer will 
be kept by the state and if the excess 
of contributions over benefits paid 
amounts at the start of any year be 
ginning in 1941 to the following pet 
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PayROLL TAXES—UNEMPLOYMENT AND OLD AGE BENEFITS AT A GLANCE 








CALIFORNIA 
UNEMPLOYMENT INSURANCE TAX 


Worker working for 
employer subject to 
tax. 


Employer. 


January 1, 1936. 





District OF COLUMBIA 
UNEMPLOYMENT INSURANCE TAX 


Employer. 





January 1, 1936. 








Employers of 8 or more workers. 





Per Cent. Per Cent. 


1936 y 

1937 and there- 
after 1 per 
cent., not to 
exceed 50 per 
cent. of em- 
ployer’s tax in 
any year. 


1936 

1937 

1938 

1939 

1940 

1941 based on 
merit rating 





None. 


July 15, 1936 there- 
after possibly 
monthly. 





At time worker re- 
ceives wages by 
having tax de- 
ducted therefrom. 





All. 


All employers without regard to number of 
workers. 


Per Cent. 


District of Columbia 
will contribute 
1936 $100,000 
1937 125,000 
1938 175,000 


1936 

1937 

1938 

1939 

1940 

1941 based on 
merit rating 





None. 


February 15, 1936, and monthly thereafter. 


All. 





Agricultural workers. 

Domestic servants in private home. 

Officers and members of the crew of a ves- 
sel on the navigable waters of United 
States. 

Parent, husband, wife or minor child of em- 
ployer. 

Employes of Federal, state or local govern- 
ment. 

Employment under any Unemployment 
Compensation System established by Fed- 
eral Act. 

Employes of charitable organizations. 


Domestic servants in private home. 

Casual workers not in the course of em- 
ployer’s trade or business. 

Parent, husband, wife or minor child of em- 
ployer. 

Employes of Federal Government. 

Employes of Senator, Representative, Dele- 
gate or Resident Commissioner. 

School officers, teachers, members of police 
or fire department and individuals subject 
to Civil Service Act of 1920. 








centages of average annual payroll, con- 
tributions payable in that year will be 
at the following rates: 


PER CENT. 
8 to 10 
10 to 12 
12 to 15 
15 or more 


PER CENT. 
rate 24 
rate 2 
rate 14 
rate 1 


District of Columbia. In 1941 and 
thereafter, contributions of employers 
will be based on three years of benefit 
experience. Contributions can be re- 

to 114 per cent. minimum or in- 
to 4 per cent. maximum, but the 


average of all contributions must be ap- 
proximately 3 per cent. The experience 
of each employer will be determined 
from separate accounts kept by the state 
to show contributions made by, and 
benefits paid to, workers of each em- 
ployer. 

Massachusetts. In 1941 and there- 
after, contributions of employers will be 
based on three years of benefit experi- 
ence. Contributions can be reduced to 
1 per cent. minimum. The experience 
of each employer will be determined 
from separate accounts to be kept by 
the state to show contributions made by, 
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and benefits paid to, workers of each 
employer. 

New Hampshire. In 1941 and there- 
after, contributions of employers will 
be based on three or five years of bene- 
fit experience. Separate accounts of 
each employer will be kept and if the 
excess of contributions over benefits paid 
amounts at the start of any year begin- 
ning in 1941 to the following percent- 
ages of average annual payroll, the rate 
of contributions payable in that year 
will be at the following rates: 


PER CENT. 
rate 24 
rate 2 
rate 14 
rate 1 


PER CENT. 


8 to 10 
10 to 12 
12 to 15 
15 or more 


New York. This is the only state 
which has not included a merit rating 
provision in its unemployment insurance 
law. The act does, however, require 
the advisory council to make a study of 
the advisability of including a merit 
rating provision in its law and to report 


its findings not later than March 1, 
1939. This would seem to indicate an 
intent to write into the law such a pro- 


vision before January 1, 1941. If and 
when merit rating is adopted the rate 
can be reduced to but not below 1 per 
cent. 

Oregon. In 1941 and thereafter, 
contributions of employers will be based 
on three years of benefit experience. 
Contributions can be reduced to 7/10 
per cent. minimum or increased to 
47/10 per cent. maximum, but the av- 
erage of all contributions must be ap- 
proximately 27/10 per cent. The ex- 
perience of each employer will be deter- 
mined from separate accounts to be kept 
by the state to show contributions made 
by, and benefits paid to, workers of each 
employer. This law contains a provi- 
sion whereby an employer is entitled to 
lower rates of contributions if he un- 
dertakes to guarantee his workers a cer- 
tain minimum of employment in a year. 

Utah. This law provides for the 
keeping of separate accounts of each 
employer so as to determine the excess 
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of contributions over benefits paid, 
When after two years of experience of 
contributions and benefits the account 
shows a reserve per employe of more 
than $75, but less than $100, the rate 
of contribution will be reduced to 1 per 
cent. If such reserve is in excess of 
$100 per employe no contributions will 
be required. 

Washington. In 1941 and _ there 
after contributions of employers will be 
based on three years of benefit experi 
ence. Contributions can be reduced to 
2 per cent. but the average must be ap- 
proximately 3 per cent. Maximum to 
which rate can be increased is not spe- 
cified. The experience of each em 
ployer will be determined from separate 
accounts to be kept by the state to show 
contributions made by, and benefits paid 
to, workers of each employer. 

Wisconsin. This law is the only one 
so far adopted which provides that the 
contributions of each employer shall be 
maintained as a separate account and 
benefits to former workers of that em 
ployer paid out of that account. When 
the reserve to the credit of any account 
beginning in 1937 amounts to the fol- 
lowing percentages of the average pay’ 
roll of that employer the rate will be re 
duced to the following percentages: 


PER CENT. 


74 to 10 
10 or more 


PER CENT. 


rate 1 
rate none 


Under certain circumstances the rate 
can be increased to a maximum of 4 per 
cent. based upon unfavorable experi 
ence. This law also contains provisions 
for reduction of rate of contribution and 
exemption from contribution by the em 
ployer establishing a trust account un 
der his own control out of which bene’ 


fits shall be paid. 


It will appear to the reader from 4 
study of these provisions that the 
tendency is definitely towards providing 
merit rating which is most desirable in 
order that it may put employers em 
gaged in the same industry but located 
in different states under equal liability. 
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This will preclude the possibility of an 
employer in one state having an ad- 
vantage over an employer in another 
state because of the difference in rate of 
contribution. There is,. however, one 
very definite danger to this matter of 
merit ratings. If the experience of un- 
employment insurance is unfavorable 
and benefits jeopardize the solvency of 
the fund, the first attack will be against 
merit ratings, despite the fact that ex- 
cessive claims result from unemployment 
in those industries which have not been 
benefited by this provision. It may also 
be that unemployment insurance admin- 
istration may get into the hands of poli- 
ticians whose primary purpose will be 
their own political advantage rather 
than the maintenance of this social 
scheme on a sound financial basis. 

Since unemployment insurance be- 
came an accomplished fact, I have been 
advocating that its administration should 
be divorced from political influence. I 
have stressed the point that if the plan 
failed and had to be abandoned it would 
be due to improper and lax administra- 
tion and to some extent the neglect of 
industry to become sufficiently interested. 

A conference of department store 
executives was held in Indianapolis in 
the middle of December for the purpose 
of discussing the matter of unemploy- 
ment insurance laws. At this confer- 
ence representatives from all of the 
large department stores in the country 
attended. Among the’ recommendations 
made was the following with reference 
to administration of this insurance: 

“The law should be administered by 
a separate commission with the utmost 
possible protection against. political in- 
fluence.” 

Every employer should be in accord 
with this sentiment. 


—o— 


PROFIT PROSPECTS IN BANKS 


“BANKs on an average have been and 
ae still earning a fair although de- 
easing return upon their capital in- 


vestments in current operations, but by 
reason of past losses which they have 
been writing off, they have lost money 
on their operations as a whole,” says 
George E. Anderson in an article in 
a recent issue of Barron’s. “Their 
sound position lies in the fact that the 
accumulated bad paper, which they have 
been carrying as sound assets, is grad- 
ually being written off out of earnings, 
with the implication that this process is 
about complete and that when complete 
the institutions will be in a position to 
pay dividends, although perhaps at 
lower rates than obtained in pre-depres- 


sion years, 
a ee 


“Apparently a safe conclusion from 
a review of the whole situation is that 
the banks of the country as a whole will 
work themselves loose from hampering 
past losses in the course of the next 
two years or so and will thereafter be 
in a position to declare normal though 
limited dividends. Many of them will 
be compelled for some time, both in the 
interest of sound banking and under 
provisions of the new Banking Act, to 
huild up depleted surplus while all 
those which found it necessary to put 
out preferred stock will be compelled to 
retire the latter before they can be 
considered in a normal position with 
respect to their original capital—this 
both in the interest of stockholders and 
in accord with the requirements of the 
Reconstruction Finance Corp. This 
means the payment for a $600,000,000 
dead horse. 


“In the face of cheapened and con- 
stantly cheapening money the whole 
prospect presents a considerable task, 
but it is a task which the banks on 
the whole are performing successfully. 
That this is true of all banks, however, 
is evidently not the case. The outlook 
for a large number of the banks, per- 
haps a majority in point of numbers, 
is not very encouraging, and they can 
pay out in the long run only by the 
increase in earnings which bankers are 
now so strenuously seeking.” 





Can We Solve Our Money Problem? 


The Answer Is “Yes”, But Only After Careful Study and 
Planning—Some Points to Be Considered 


By JAMgs P. 


question: Can we solve our money 
problem? 

Strictly speaking, there is no doubt 
in my mind that we can solve our money 
problem; but there is considerable doubt 
whether we shall—at least in the im- 
mediate future. 

eo * 

I believe that what we should do is 
to appoint a commission consisting of 
the best men available, and to provide 
this commission with access to all exist- 
ing sources of information, with access 
to all existing facts, and with ample re- 
sources to conduct a_ thoroughgoing 
study. On the basis of such a study, 
I think we should ask this commission 
to make recommendations to Congress 
and to the Executive as to two things: 

1. The exact kind of currency and 
banking system that would be best suited 
to meet the needs of this country, and 

2. A carefully-developed method of 
gradual approach to such a system. 

With regard to the latter, I cannot 
emphasize too greatly the danger that 
lurks in introducing reform—even if it 
be the right reform—too hastily. 


] sees been asked to answer the 


NECESSARY CHANGES ARE 
FUNDAMENTAL 


The changes which are necessary in 
our banking system are so fundamental 
and so far-reaching, that, even if we 
knew with absolute certainty what these 
changes ought to be, it would create 
the utmost havoc in the economic life 
of our country were we to put them 
into effect over night. It is therefore 
necessary not only to ascertain by care- 
ful study what should be our ultimate 


Condensed from a recent address. 


244 


WARBURG 


objective, but it is equally necessary to 
develop a method by which this objec- 
tive may be attained slowly, over a 
period of years, with steadfast consist- 
ency, but without creating a new series 
of strains and dislocations which would 
retard recovery. 

I realize that this proposal has, at first 
blush, very little popular appeal. It is 
slow and not at all spectacular. It does 
not conform in the least to the habit, 
into which the present administration 
has led us, of expecting any and every 
problem to be susceptible of an imme: 
diate and brilliantly plausible answer. 
But a little reflection will, I think, con- 
vince any serious-minded person that 
this particular problem cannot be solved 
by any other method. 

Let me see if I can convince you of 
this by giving you in the barest outline 
some of the questions that will have to 
be answered if our money problem is to 
be solved. They fall into three major 
categories in so far as they relate: 


1. To the currency, 

2. To the Federal Reserve System, 

3. To the commercial and savings 
bank system. 


THE CURRENCY PROBLEM 


At present we have in circulation 
Federal Reserve notes, Federal Reserve 
bank notes, silver certificates, National 
bank notes, and greenbacks. Federal 
Reserve notes, our chief circulating me 
dium, are neither redeemable nor i 
redeemable—that is they are redeemable 
in gold when, as, and if the Secretary 
of the Treasury thinks it is a good idea 
to have them redeemable. 

It must be recognized, I think, that 
what we have at present cannot in any 
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sense be called a currency system, how- 
ever well the present mechanism may 
be designed to meet an emergency 
situation. 

Here are some of the things the com- 
mission would have to study and decide 
to recommend: 


1. Is the control over the issuance of 
currency to be vested, as some would 
have it, in a government-owned and 
controlled central bank, or in a non- 
political authority (such as the Federal 
Reserve System was intended to be), or 
in the Secretary of the Treasury (as it 
is now under the emergency powers), or 
in some other form of monetary au- 
thority? 

2. Is the currency to be redeemable? 
If so, in gold? Or silver? Or both? 
And upon what conditions? 

3. If the currency is to be redeem- 
able, is it to be redeemable at a fixed 
ratio to gold or silver, or is the ratio 
to be changed from time to time? If 
so, by whom and under what conditions? 

4. If, on the other hand, the cur- 
rency is to be irredeemable “managed” 
currency, upon what terms is it to be 
issued, how “managed,” and by whom? 
Is it to be pure paper currency, or is 
it to be backed by collateral, and if so, 
what collateral? 

5. Are we in future to have several 
kinds of currency outstanding, as we 
now have, or only one kind? If only 
one kind, what kind? 

That is enough, I think, to show how 
necessary it is to give the matter of cur- 
tency reform the sort of real study 
which I am recommending. 

THE FEDERAL RESERVE SYSTEM 

Apart from the whole matter of cur- 
tency, and the relation of the Federal 
Reserve System thereto, the commis- 
sion would have to study and make 
recommendations in regard to the rela- 
tionship of the Federal Reserve System 
to the whole banking and credit ma- 
chinery. Here again, let us take a few 
sample questions: 

1. Should the Federal Reserve banks 
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...only by 


RAIL 


Only by rail can 
you reach magic 
Lake Patzcuaro, 
exotic Uruapan, 
quaint Alvarado, 
and the amazing 
Mitla and Monte 
Alban at Oaxaca. 


They're all overnight from Mexico 
City. 

In your community there is a travel agent 
who will plan your tour over Mexico’s Colorful 
Byways. He will make hotel reservations, see 
that you are everywhere met at the station, and 
supply cultured English-speaking guides . . . at 
no cost to you for his counsel. 


If you have trouble locating such an agent 
we'll gladly find him for you. Informative book- 
let free. 


NATIONAL RAILWAYS OF MEXICO 
Alamo National Bldg., San Antonio, Tex. 
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continue to be owned by the commer- 
cial banks, as they now are, or should 
ownership be transferred? If trans- 
ferred, to whom? To the Government, 
as the Secretary of the Treasury has 
recommended, or to the public at large, 
as some of us have recommended? 

2. Should the composition of the Fed- 
eral Reserve Board remain as it is, or 
be changed? If changed, how? 

3. Should there be any changes in 
the rediscounting functions, in the open- 
market operations, or in the bank ex- 
aminations conducted by the system? If 
so, what changes? 

4. Should any of the present func- 
tions of the Treasury, of the Comp- 
troller of the Currency, of the Federal 
Deposit Insurance Corporation, or of 
any other present Government agencies 
be combined with the functions of ‘the 
Federal Reserve System? If so, what 
functions, and how should they be com- 
bined? 
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COMMERCIAL AND SAVINGS BANK 
4 SYSTEMS 

The third major category, and per- 
haps the most @ifficult of all, consists 
in deteftminingywhat changes are neces- 
sary in. order that the country may be 
provided ‘with the best possible system 
of Commercial banks and savings insti- 
tutions... Without attempting to outline 
even the major elements of this prob- 
lem, let Me name just a few of the things 
which, it seems*to me, can only be 
properly decided after the most ex- 
haustive study and analysis: 


1. Are we to continue to have forty- 
nine or fifty different banking systems 
operating in this country under the 
various state and Federal laws and un- 
der the various often entirely different 
systems of supervision? If not, how are 
we to unify these systems, or at least 
render them uniform in their basic prin- 
ciples of operation? That problem alone, 
which involves the difficult matter of 


state and Federal jurisdictions, is sufh- 
cient to warrant the establishment of 


the commission I propose. Until we 
solve it—until we substitute for our 
present hodgepodge of hybrid relics a 
consistent pattern of banking for the 
whole country—it is my opinion that 
we shall never have a sound banking 
system. 

2. Is branch banking to be permitted? 
If so, is it to be nation-wide, state-wide, 
or regional? If regional, how are the 
regions to be determined? The bank- 
ers themselves will never solve this prob- 
lem, because it involves the independent 
existence of too many of them. 

3. What minimum capital is to. be 
required for commercial banks? At 
present there are some states in which 
a bank may be established with as small 
a capital as $10,000, and we must bear 
in mind that by far the greater propor- 
tion of bank failures in the past has 
been among the small banks. 

4. Are ‘commercial banks to be al- 
lowed to take savings deposits? This 


question is of far-reaching importance 
in determining the whole nature of our 
future banking system. Conversely 
stated, this is in effect the question of 
whether commercial banks are to be 
allowed to invest in real estate mort 
gages, or to make capital loans or inter 
mediate capital loans of any sort. 

5. Another aspect of the possible 
functional division of the banking 
structure—though of less far-reaching 
importance—is the question of whether 
commercial banks should be allowed to 
do a trust business. If they are per 
mitted to act in fiduciary capacities, how 
is a duality of interest to be avoided? 
If they are not allowed to act as trus 
tee, then how are the various com 
munities to be provided with such 
service? 

6. There is a whole group of ques 
tions relating particularly to savings 
banks; such as, for example, whether all 
savings banks should be compelled to 
mutualize; whether they should be al 
lowed to have branches, and if so, to 
what extent and under what conditions; 
whether they should be allowed to in 
vest in Government bonds; whether they 
should be compelled or permitted to be 
long to the Federal Reserve System; and 
if either, on what basis. 

7. Is there any need, in a properly 
organized banking system, for any plan 
of deposit insurance? If so, what plan? 
And finally: 

8. Should it remain open to anyone 
to become a bank officer, or should cer’ 
tain qualifications be demanded by law; 
and if so, what qualifications? 


I have mentioned these various items 
because the mere mention of them will 
serve to impress upon you the vast com 
plexity of the task which lies before us, 
if we are to solve our money problem. 
It is the contemplation of this great mass 
of problems which has brought home to 
me—as I hope it will to you—the n 
for a different method of procedure 
from that which we have followed im 
the recent past. 
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Bankers I Have Met 


Being Some Random Notes of One Who Has Been Meeting 
Them for More Than Forty Years 


HILE bankers to whom I might 
\X/ apply for a loan would un- 

doubtedly turn upon me that 
famous glassy eye, in the capacity in 
which I have met them, they have 
seemed no less human than any other 
class of men, though appearances may 
have been to the contrary. First, there 
was the official of a big western bank, 
to whom I shall refer as: 


THE SMILELESS BANKER 


One day we two had luncheon in 
the officers’ dining room, and talked to- 
gether for almost three hours. This 
man I had known long and well. But 
during that conversation, nor at any 
other time, did I ever detect the slightest 
trace of a smile to disturb his unruffled 
countenance. “He never smiled again” 
was said of someone. But, so far as I 
know, this banker never smiled. I felt 
sorry for him. Had the requirements of 
his calling seemed to demand that he al- 
ways mask his face in an air of “wis- 
dom, gravity and profound conceit,” 
or was it a natural trait? I do not know, 
but have often wondered if, outside the 
bank, he sometimes may have smiled. 

Was this ‘man cold and _ hard-fisted? 
Not a bit of it. He was a kindly man, 
and as ready to help others as any 


banker I have ever known, and I have 
known many. 


THE FUNNY BANKER 


Then there was one of a different 
sort—a “dour” Scotsman. He was 
nearly always laughing and telling side- 
splitting stories. One morning, rather 
in a hurry, I went into his bank to get 
Currency for a check. “Wait a bit,” 
he said. “I first want to tell you a 
story.” And we sat on a bench in the 
bank's lobby until I had heard the tale— 


and it was a good one. “Now,” said 
my friend, “Ill cash your check,” and 
he did. 


RETICENT BANKERS 


“Think twice,” says a Chinese prov- 
erb, “and say nothing.” Some bankers 
evidently try to apply this maxim, but 
do not always succeed, as two instances 
will show. 

I was introduced to a certain southern 
banker, with the preliminary reminder 
that it would be very difficult to get him 
to talk. I did not experience this diff- 
culty. With little or no prompting on 
my part, he talked almost uninterrupt- 
edly for nearly an hour. 

Then there was the case of .another 
very distinguished banker in a foreign 
land. ‘Yes,” I was told, “you can meet 
him, but must understand two things: 
your stay must be short, and you are 
expressly prohibited from quoting any- 
thing he may say.” I accepted these 
reservations, and with the following 
rather surprising result. After listening 
to the distinguished financial authority 
expounding his views for at-least half 
an hour, I inadvertently looked at the 
brilliant fire burning in the grate, when 
the banker said: “I hope I’m not boring 
you.” He then proceeded to expound 
his views regarding a certain matter 
then being publicly discussed. I asked 
him if he would like to have those views 
published, and he replied that he would 


be very much pleased to have them made 
known. 


BANKERS AND RELIGION: 


If you do not know bankers as well 
as I do, you may regard them as men 
always talking and thinking about 
money. Well, one day I had the honor 
of lunching with two prominent off- 
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cials of one of the “Big Five” banks in 
the City of London. Here, where 
Mammon alone is supposed to be wor- 
shipped, I ventured to remark that, in 
my opinion, the world might derive con- 
siderable benefit by considering the ap- 
plicability of certain ethical principles 
set forth by a Carpenter of Galilee 
some centuries ago. Did these bankers 
throw up their hands in horror at this 
suggestion? Both approved what was 
said, and one of them was so enthusias- 
tic that he put his arms around me and 
invited me to be a guest at his country 
home over night. At breakfast next 
morning he followed what, I learned, 
was his usual custom of reading from 
the Scriptures. 

Only the other day, it seems, I was 
in a bank, whose executive officer is a 
big man in more ways than one. When 
I was announced, did he receive me 
coldly? On the contrary, he bounded 
out of his chair, and gave me a hearty 
handclasp. We walked over to one side 
of his room and sat looking out of the 
window. Our talk for a time was about 
the economic situation, and even of 
politics. But just before I left, this big 
banker said: “I think the nation that 
forgets God will never make any sub- 
stantial progress.” 

So, you see, all bankers do not con- 
fine their thoughts to the money market. 


THE FUSSY BANKER 


He’s the rarest type of all. Usually, 
though not universally, he is a little man; 
always he is diminutive if he lacks 
courtesy, which is one of the banker's 
indispensable qualities. “Could I speak 
twenty languages,” said one of New 
York’s great bankers, “I would preach 
politeness in them all.” But the fussy 
banker does not necessarily mean to be 
discourteous. He is so burdened with 
inescapable detail that he has no time 
for anything. The late Charles A. 
Dana, a great New York editor, said: 
“T have all the time that is necessary for 
anything worth while.” 

But, as already said, the fussy banker 


is an extremely rare type. Whatever 
quality the banker may lack in common 
with other mortals, he has poise. Sel- 
dom is he in a hurry. It is, indeed, 
amazing to watch him at his desk, as 
I have often done, and to note how ex 
pertly and quietly he meets all the many 
vexing problems that confront him in 
his day’s work. He is usually affable, 
always courteous. His good nature 
may be often strained, but no evidence 
of this is revealed in his manner or 
actions. He has acquired a highly de- 
sirable quality which I have called poise. 


THE SAVING BANKER 


Rather obviously, the banker advo- 
cates and practices thrift. It is one of 
the distinguishing characteristics of his 
profession. A leading London banker, 
speaking to me, almost became vehement 
when he declared: “I hate waste.” 
There was a noted Chicago banker who 
could not bear to see a good piece of 
string thrown away. But he was not, 
as you might infer, “close”; on the con 
trary, he was just in his treatment of 
employes and a liberal contributor to 
worthy charities. 

The banker preaches thrift, and the 
cases mentioned are typical of the great 
majority who practice what they preach. 


OUT OF THE BANK 


It is a pleasure—as few know better 
than myself—to meet the banker in his 
home with the members of his family, 
or to ride in his company through his 
home city or in the country. He isa 
charming companion. 

“Banker Brigands’—I do not know 
them, if such there are. 


BE. HF 
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A. I. B. CONVENTION 


THE thirty-fourth annual convention of 
the American Institute of Banking, the 
educational section of the American 
Bankers Association, will be held in 
Seattle, Washington, from June 812, 
1936. The Olympic Hotel will be the 
convention headquarters. 
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Modern Banking Methods 


The Efficient Banker Is Ever Watchful for Changes and Improve- 
ments That Will Cut Costs and Avoid Losses 


By Ropert M. HANES 


President, Wachovia Bank & Trust Company, 


today operating with the same old 

methods they inherited from their 
predecessors; methods which in many 
cases have been handed down for gen- 
erations. Often the only excuse offered 
for continuing an old system is “we have 
always done it this way.” Bankers must 
be watchful for changes and improve- 
ments if they expect to avoid losses in- 
curred through inefficient and obsolete 
methods. 

For instance, any banker who has not 
seriously considered photographic book- 
keeping for his individual ledger and 
transit departments is certainly over- 
looking a chance for a considerable sav- 
ing. One moderate sized bank cut its 
individual bookkeepers from nine to five 
by using this method, which, together 
with the elimination of machines and 
the decreased use of stationery, pro- 
duced a considerable net saving to the 
bank. A photostatic machine has also 
been found very helpful in the bank 
ledger and trust departments of many 
banks. It eliminates much copying and 
the keeping of duplicate records. Ma- 
chines and methods for banking have 
been tremendously improved in the past 
ten years, and any banker who has not 
kept up with these improvements is cer- 
tainly missing opportunities for increased 
profits through decreased costs. 

We can all remember when ten, 
twelve or fourteen hours was the ac- 
cepted day’s work for bank clerks and 
officers. Such long hours were due pri- 
marily to bad management. A great 
many of them were wasted each day in 
Waiting for work to come through. Un- 


ee 


[' is amazing how many bankers are 
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der modern methods the slack and 
wasted time of the bank staff is cut to 
a minimum and modern equipment per- 
mits the production of a great deal more 
work in the same number of hours. 


STANDARDIZATION OF BANK FORMS 


The elimination and standardization 
of bank forms will result in a real sav- 
ing. There are firms of paper engineers 
who make an analysis of the various 
forms used by any institution and the 
types of paper used in these forms. Few 
of us know anything about paper, and 
a study will show that rag paper is be- 
ing used for many forms where sulphite 
paper would answer just as well. It 
will be found that 24 lb. paper is being 
used where 16 lb. would be sufficient; 
that No. 1 sulphite is being used where 
No. 4 would do as well, or that sulphite 
could be replaced by poster paper. It 
will be found that forms are often not 
of the proper size to cut from standard 
sheets of paper without waste, although 
they could be easily corrected to elimi- 
nate the waste and not sacrifice any of 
their usefulness. All of these things 
will repay earnest consideration. 

A central purchasing department and 
stock room will certainly produce a sav- 
ing in any bank. It is only natural that 
if one man is entrusted with all the pur- 
chasing for the bank, assuming that he 
is honest, intelligent and has some trad- 
ing ability, he can purchase much more 
economically than can several different 
oficers who give no serious thought to 
the problem. A properly operated stock 
room with a perpetual inventory on each 
item, for which a maximum and mini- 
mum amount has been set, will prevent, 
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on the one hand, excessive purchases of 
items, and on the other, exhausted sup- 
plies. In one bank where purchases 
were made very haphazardly, a five 
years’ supply of letterheads was bought, 
on which was imprinted the capital and 
surplus of the bank and a list of its 
officers. In less than three years the 
capital structure of the bank had 
changed entirely and there were several 
changes in its officers. Finally, it be- 
came necessary to discard more than 
two years’ supply of this stationery. 


CREDIT ANALYSIS ESSENTIAL 


It is surprising how many banks are 
still operating today without a proper 
credit set-up. Many loaning officers are 
still carrying their information about 
customers in their heads, with only very 
meager figures and comments in the 
credit file. It is surprising how many 
bank officers are still making loans 
simply on a general or superficial knowl- 
edge regarding an individual or business 
concern. The experience of the past 
five years certainiy should teach us all 
that our depositors’ money should be 
loaned to no one without very definite 
and worthwhile security, or on the full- 
est and most minute figures and infor- 
mation. 

There are still bankers who are loan- 
ing depositors’ funds simply on a state- 
ment of assets and liabilities, without 
any supporting figures as to earnings, 
reconciliation of surplus accounts, and 
without credit checking of the account 
with outside banks, business concerns 
and credit agencies. Because Mr. Smith 
is a big man in the community and the 
loaning officer does not wish to embarrass 
him or hurt his feelings, his loans are 
accepted with either very scant infor- 
mation or with no information at all— 
simply a belief that he is good for his 
debts 


SPINELESS OFFICERS CAUSE LOSSES 


There was a man who recently died 
in one of our southern communities, 


who was a director of a certain bank 
and was supposedly a man of wealth, 
His notes had been carried by this bank 
for several years in a substantial amount. 
When he died, his executor made an 
inventory of his affairs and found his 
estate to be badly insolvent, with the 
result that the bank will not recover 
more than 20 per cent. of the amount of 
the loan. Such banking is nothing short 
of criminal. Had the officers called for 
detailed figures from him, and then, 
upon finding his condition, had de 
manded specific security, the line of 
credit could have been collected entirely; 
whereas, spineless officers permitted the 
bank to have a very substantial loss. 

Another case which recently came to 
my attention was the failure of a part: 
nership, in which a bank took a 
considerable loss. It appears that al- 
though the loaning officer had obtained 
fairly complete information on the part- 
nership itself, he had requested no in 
formation from the partners individ 
ually. Their individual holdings and 
obligations should have been included 
in the partnership statement, but they 
were not required, and therefore were 
not shown. The failure resulted from 
the fact that although the partnership, 
from its purely business side, made a 
fairly good showing, the partners in- 
dividually and personally were heavily 
involved, and when they could no longer 
support their private indebtedness, the 
partnership was carried down with 
them. 


REQUIRE FINANCIAL INFORMATION ON 
MORTGAGE LOANS 


Many institutions are not permitting 
loaning officers to take credit informa’ 
tion at all. This part of the work is 
turned over to a credit officer, who tact’ 
fully and courteously—but at the same 
time, very positively—gets all the ir 
formation about the applicant. Te 
tendency of the loaning officer is t0 
pacify his customer and to do nothing 
he thinks will cause irritation, whereas 
the credit officer has no contact with 
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the customer except at the time he gets 
his credit information, and therefore is 
not so particular about entirely pleasing 
the customer as he is of protecting the 
interests of the bank. 

Some banks are still making mortgage 
loans without requiring any financial in- 
formation from the borrower. They ar- 
gue that if the property is good for the 
loan, they are satisfied. As a matter of 
fact, this is only one part of the job. 
The bank certainly does not wish to 
buy the property, and unless it knows, 
by detailed figures, that the borrower 
can repay the loan as he agrees, then 
the loan should never be made. The 
banker can only know this by having a 
complete financial statement. 

Bankers often greatly overestimate 
the antipathy of borrowers toward giv- 
ing complete credit information. Any 
fairminded man can be shown that the 
banker is loaning someone else’s money, 
and it must be done as safely and 
soundly as possible. This means definite 
and acceptable security or complete 
financial information, and the borrower 
who is so unreasonable that he does not 
wish to meet either of these require- 
ments should be encouraged to do his 
banking elsewhere. 


DIGGING UP INFORMATION PROVES 
BENEFICIAL TO BORROWER 


The benefits of sound loan policies 
accrue to borrowers as well as to banks. 
Loans made on adequate security, within 
the borrower's ability to repay, and with 
a definite repayment agreement at the 
time the loan is negotiated, protect the 


borrower against overexpansion and 
burdensome debt. Digging up and pre- 
senting complete information often 
proves more revealing and beneficial to 
the borrower than to the banker. 

Every bank should have complete 
financial information on every loan, re- 
gardless of size, and, if possible, this in- 
formation should be in charge of a 
credit man who is not a loaning officer. 
The expense of such a set-up will be 
many times saved in the future losses 
it will avoid. 

Banking requires today, more than 
ever, men of intelligence, men of cour- 
age, and men of vision. The day of the 
happy-go-lucky, back-slapping politician 
type of banker is over. To prove this, 
you have only to recall those banks 
which for years advertised themselves as 
the “friendly” banks, to find that the 
great majority of them closed during 
the depression. This does not mean, of 
course, that a banker cannot be friendly, 
but he must have ability and courage in 
addition to friendliness in order to suc- 
ceed. Bankers must be alert to every 
change in trend, they must be ready to 
adopt every new idea that is sound, and 
must be continually looking for better 
and less expensive methods of doing 
their job. They must be more aggres- 
sive in selling credit than they have been 
in the past, while at the same time they 
must be more discriminating in the type 
of loans they accept; but most impor- 
tant of all, they must have the courage 
to adopt sound policies and carry them 
out, regardless of any temporary un- 
popularity which they may have to 
suffer. 
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Better Bank Management 
Arriving at Costs and Analyzing the Bank 


By MarsuHatu C. Corns 


This is the second of a series which will run in Tue BanKers MaAGazinxe 
during 1936. The first article appeared in the February issue.—Eprror. 


N order to determine actual operating costs, it is neces- 
sary that departmental records be maintained so that 
periodically costs can be apportioned to the various de- 
partments in computing their expenses. This is particu- 
larly advantageous at the end of the fiscal year when 
budgets are being prepared. The majority of banks today 
do not keep departmental expense records and while it is 
necessary to have actual figures for expenses and costs in 
order to arrive at the operating expense of the bank and 
departmental expense, yet it is not absolutely essential to 
have these figures before starting an analysis of your bank. 
Probably the best way to go at this subject is to take a 
hypothetical case to work with showing the various steps in 
analyzing a bank, valuating its accounts and finally analyz- 
ing the individual accounts. For example, we will take the 
Blank State Bank and Trust Company whose statement 
of condition on November 1, 1930, was as follows: 
Percentage 
RESOURCES Classified of Total 
Cash—due from banks. .... $515,900.00 $515,900.00 22.3 
Government securities..................... 179,800.00 
Utility bonds... 0c. ~~ 60,700.00 
Industrial bonds......... ae 73,900.00 
Foreign bonds ........... 47,600.00 
Municipal bonds .......................... 58,100.00 420,100.00 
‘Real estate mortgages.................... 386,400.00 386,400.00 
Bank building ; 91,100.00 
Furniture and fixtures and vault 50,380.00 141,480.00 
Loans secured: time........................ 261,700.00 
Secured: demand .................... 231,200.00 492,900.00 
Unsecured: time.................... 174,100.00 
Unsecured: demand................ 151,000.00 325,100.00 
Interest earned but not received 16,200.00 
RPeneY  FERDERUES: «5.5.5 =n one 15,127.00 31,327.00 


$2,313.207.00 
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LIABILITIES Percentage 


Capital 

Surplus ... 

Undivided profits and reserve 
tlio, Seaeewes 6... iocss 555.065 
Discount received but not earned 
Bills payable 


$200,000.00 
150,000.00 


43,800.00 
9,200.00 
32,600.00 
125,000.00 


Demand: deposits .............4......0.0 1,037,825.00 


Savings: deposits 
Public funds: deposits 


614,782.00 


100,000.00 


$2,313,207.00 


Classified 


$393,800.00 


41,800.00 
125,000.00 
1,037,825.00 
614,782.00 
100,000.00 


of Total 


i 


1.8 
5.4 
44.9 
26.6 
4.3 


100. 


Before going further, let us stop and analyze the state- 


ment and arrive at the actual worth of the assets. 


Upon 


investigation, we found that after adjustments were all 
made, the following was a true state of condition of the in- 


stitution on the same date. 


RESOURCES 
Cash—due from banks .................. $515,900.00 


Government securities.................... 
ec, Rrra ane 
Industrial bonds 
Foreign bonds.. 
Municipal bonds 
Real estate mortgages.................... 
Bank building.. ‘ 
Furniture and fixtures and vault 
Loans secured: time 
Secured: demand 
Unsecured: time.................... 
Unsecured: demand 
Interest earned but not received 
Other resources ... 


185,000.00 
48,000.00 
64,000.00 
30,000.00 
58,100.00 

350,300.00 
52,000.00 
12,000.00 

261,700.00 

231,200.00 

162,400.00 

144,000.00 
16,200.00 

8,700.00 


$2,139,500.00 


LIABILITIES 


Capital 

Surplus 

Undivided profits and reserve 
Other reserves... 

Discount received but not earned 
Bills payable 

Demand: 
Savings: deposits 

Public funds: deposits............. 


$200,000.00 


29,293.00 
oO _— 


32,600.00 
125,000.00 


AR hog s5kS, ante 1,037,825.00 
614,782.00 


100,000.00 


$2,139,500.00 


Classified 


$515,900.00 


385,100.00 
350,300.00 


64,000.00 
492,900.00 


306,400.00 
16,200.00 
8,700.00 


229,293.00 
sia Panel 
ae 

‘ 32,600.00 
125,000.00 
1,037,825.00 
614,782.00 
100,000.00 


Percentage 
of Total 


24.1 
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From the above statement, a breakdown into principal 
liabilities is as follows: 


Demand deposits $1,037,825.00 
I MS Nee ceciarin tere hea Goch h i irbcensecbeteeris aban 614,782.00 
Special deposits 100,000.00 
Bills payable 125,000.00 
RICMMIE CIMCUUIIE: CODY 2 65s cs idence tay aA Ror eons 32,600.00 


$1,910,207.00 
against which we have readily convertible assets as follows: 


$515,900.00 
MURR kG ac 385,100.00 
Collateral loans 492,900.00 
Real estate mortgages 350,300.00 
Paper eligible for rediscount 30,600.00 
I PUMIMRINIE DONNER S88 aa Ie pet crcacuadbs cade, poor Pact teeeeen id: 125,407.00 


$1,910,207.00 


The figure on real estate mortgages is not subject to a 
discount as at that time the bank held commitments from 
banks and insurance companies covering the purchase of 80 
per cent, of the total. On those on which the bank did not 
hold the commitment, the value was determined by one of 
the appraisers of a correspondent bank. 

The decrease in the value of the bank building is caused 
by revaluation, based on the estimate of worth as deter- 
mined by the real estate board of the town on November 1. 

The difference of $38,380 in furniture, fixtures and 
vault equipment is due to the fact that the adjusted figure 
represents the up-to-date value of the equipment. The 
previous figure of $50,380 had remained unchanged for 
years due to the fact that depreciation of $150 a month 
was only sufficient to handle the current replacement on 
equipment which during the last seven years had amounted 
to around $1800 a year. On this basis you can see deprecia- 
tion was never taken into consideration on equipment. 

The figure covering unsecured loans was arrived at by 
determining what portion of the unsecured loans could be 
paid if demand were made. 

The decrease of $18,700 in the unsecured loans repre- 
sents charge-offs on loans on which it was impossible to 
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collect payment or loans so slow that they would ultimately 
have to be charged off. 

The decrease of $3620 in other assets represents adjust- 
ments of commissions on real estate loans which were taken 
at the time the loan was committed for by insurance com- 
panies or correspondent banks, the commitment later being 
withdrawn and the loan declined by subject bank. 

After taking into consideration these assets, the stock- 
holders would have the remaining assets of $229,293 against 
their stock of $200,000, consisting of $64,000 in bank 
building and fixtures, $140,393 in unsecured loans, and 
$24,900 in miscellaneous assets giving the stock a book 
value of $114.64. Should the bank have been in difficulties, 
making it necessary to liquidate all assets, the stockholders 
would have been holding the bag. According to the pub- 
lished statement, the stock had a book value of $201.50 and 
according to the records three weeks previous the stock had 
changed hands at $240 a share. 

During the preceding years, the bank had not only been 
paying its regular dividend of 12 per cent. but had been 
paying an extra 4 per cent. almost consistently and in some 
years an additional 2 per cent. Earnings had mainly come 
from the real estate and bond commissions. 

Capital and surplus for years had been fixed at $400,000. 
Up to the previous year, the undivided profits were tapped 
to take care of the loss realized on securities sold. For the 
year ending October 31, 1930, the bank just barely made 
expenses and it was a question what policy they were to 
follow, whether to go along the way they were; or, adjust 
their structure to actual figures (which they decided not to 
do as the psychological effect would have been very adverse 
to them) ; or third, leave their set-up the way it was, placing 
their bank on a self-sustaining basis from then on. 


Earnings.—The earnings for the year were as follows: 


ROCHE GRIME INMMMEIE 002 rhe Et ee ie dans Coe ae $62,686.00 
Commissions on real estate loans . 88,500.00 
Service charges on commercial accounts .......................000.--. 1,740.00 
Box rentals 2,983.00 
Exchange 926.00 


416.00 
Miscellaneous income 1,742.00 


Safe-keeping 


$108,993.00 
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Miscellaneous income is composed of protest fees, com- 
missions on travelers’ checks, collection charges, etc. 


Expenses for the year ending October 31, 19380, 
amounted to $108,313.39 made up as follows: 


Advertising $2,162.00 
Association dues 250.00 
Directors’ fees 600.00 
Donations to charities 380.00 
Examination 250.00 
Express and drayage 172.68 
Insurance—fire 346.00 
Insurance—misplacement 1,361.00 
Insurance—robbery and burglary 1,000.00 
Janitor 1,200.00 
Legal expense 229.00 
IIR bok sate coavakeincantca dean Geans eq avedsearleciiaie 1,273.80 
NE RRR a Re eal ee ARS, SE Ene AOR A 1,500.00 
2,082.12 
25,740.00 
Stationery and .euppliés::. ..-....:2..:..5....0008.50.0.0.060: 8,242.68 
Telephone and telegraph 1,726.20 
Traveling expense 
Vault and upkeep 


Total operating expense.........................00. $49,400.28 
Interest on time accounts $20,702.54 
Interest on demand accounts 8,129.76 
Dividends 24,000.00 
ee NE MIR al eer ee 622.07 
Taxes—personal property 1,724.30 
Interest paid—bills payable...... 3,334.44 58,913.11 


Total expense for year $108,313.39 


Leaving a difference between earnings and ex- 
penses to be credited to surplus of $679.61 


Interest paid on demand accounts in the amount of 
$8129.76 represents interest on deposit of commercial ac- 
counts, state, county and city balances. Of this amount 
$3531.36 was paid on public fund deposits, the balance 
being paid on commercial accounts. Interest paid on sav- 
ings accounts in the amount of $20,702.54 appeared to be 
excessive. In reviewing the interest computation it was 
found that interest was paid on the average balance main- 
tained by the depositor during the six months semi-annual 
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interest period; whereas the interest should have been com- 
puted on the minimum balance maintained if the account 
was subject to steady withdrawal or fluctuating balances, 
and on the minimum balance for each month if the account 
was increasing plus the interest on the increase from the 
date of the deposit until the semi-annual interest date. 

As you can see by the expenditures for the year reserves 
were set up for depreciation on furniture and fixtures; no 
depreciation for the building; no depreciation on vault 
equipment and no contingent reserve set aside for bad loans 
and losses on securities. Had these additional reserves 
been set aside it would have amounted to $14,950. 

On the final analysis, it was found that had adequate 
reserves been set up for the year, the bank would have had 
a net loss of $13,370.31. A brief survey was made in con- 
nection with the earnings and it was the consensus of opinion 
that there would not be much of a decrease in earnings in 
the succeeding year. The reason that the bank was in diffi- 
culties as a result of decreased earnings was due to the 
decline in the real estate and security markets which had 
normally been responsible in previous years for approxi- 
mately $60,000 to $75,000 of annual profits. 

Clearly, if this bank was to survive it was a case of set- 
ting up adequate reserves on the basis of the present state- 
ment, finding new sources of income and adjusting the 
budget to revenue. By investigation and checking over 
bills for the past year, it was possible to arrange a budget 
completely covering all operating expense and reserve re- 
quirements which would in fact place the bank on an effi- 
cient and self-sustaining basis, 

The budget for the ensuing year will be considered in 
next month’s article. 
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Remodelled quarters afford a fascinating study. How the Tilghman Moyer Company 
(Allentown, Pa.) transformed the old-fashioned building of the Stroudsburg Security 


Trust Company (Pa.) is shown by these two pictures. The line of rounded windows, 
which now form an important part of the exterior design, were lost by superfluous 
ornamentation previously. The interior was just as completely modernized. 
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Progress of Railroad Reorganization 


By Exiot K. BARTHOLOMEW 
Shields & Co. 


ress of railroad reorganization. 

Especially is this evident when 
compared with the completed recapital- 
ization plans of many industrial cor- 
porations. Twenty-odd large railroad 
companies have defaulted on their bond 
issues and now face reorganization. Of 
these, the plans of only three have 
reached the stage of formal hearings be- 
fore the Interstate Commerce Commis- 
sion, and the hearings on all but one 
have been indefinitely adjourned. 

Two different approaches are now pos- 
sible for railroads seeking reorganiza- 
tion. The old-fashioned method in- 
volves equity receivership, foreclosure of 
mortgages and usually an assessment of 
stockholders if they wish to participate 
in the formation of the new company. 
Most of the railroad carriers which en- 
countered financial difficulties before the 
passage of the Federal Bankruptcy Act 
in 1933 are now operated by equity re- 
ceivers, and they may endeavor to re- 
organize by the time-honored foreclosure 
method. These include: 


Pes of slow has been the prog- 


Central of Georgia 
Florida East Coast 
Mobile & Ohio 
Norfolk Southern 
Seaboard Air Line 
Wabash 


When reorganization appears immi- 
nent, however, these receivership roads 
may decide to shift over and make use 
of the Federal Bankruptcy Act, com- 


monly referred to as Section 77. All 
of the large railroad carriers whose 
troubles overcame them subsequent to 
the enactment of Section 77 in 1933 
are now operated by Bankruptcy trus- 


tees. Exactly how reorganization will 
proceed under the new legislation is not 
entirely clear, for no proceedings have 
yet been completed, but the principles 
followed in the plans already completed 
may give some indication. Carriers now 
operated by trustees in bankruptcy in- 
clude: 


Chicago & Eastern Illinois 

Chicago & North Western Railway 

Chicago Great Western Railway 

Chicago, Indianapolis & Louisville 
Railway 

Chicago, Milwaukee, St. 
Pacific R. R. 

Chicago, Rock Island & Pacific 
Railway 

Denver & Rio Grande 
Railroad 

International Great Northern Rail- 
road 

Missouri Pacific Railroad 

New York, New Haven & Hartford 
Railroad 

St. Louis-San Francisco Railway 

St. Louis Southwestern Railway 

Western Pacific Railroad 


Paul & 


Western 


The first reorganization plan for a 
large carrier to be filed with the Inter- 
state Commerce Commission under Sec- 
tion 77 was that of the Chicago & East- 
ern Illinois. Two complete plans have 
been drawn up for the road, one by 
the protective committee for the general 
mortgage bonds and the other by the 
debtor corporation. Both plans follow 
the same general principles, providing 
no foreclosure of mortgages, little dis- 
turbance of the senior liens, the use prin- 
cipally of contingent income securities 
for the comprehensive junior mortgage 
(in this case, the general mortgage 5 per 
cent. bonds), and no assessment of stock- 


holders. 


259 





THE BANKERS MAGAZINE 


CHICAGO & EASTERN ILLINOIS PLANS 


Certain differences between the two 
Chicago & Eastern Illinois plans do 
exist: The debtor’s plan provides for a 
sinking fund on the income bonds to 
operate simultaneously with the payment 
of interest, effect of which presumably 
would be to retire some of these bonds 
at low prices. Also, the debtor’s plan 
provides more liberal treatment of stock- 
holders, which is natural to expect since 
it was prepared by Van Sweringen in- 
terests, who hold working control of the 
company. There is reason to expect that 
the differences of opinion may be re- 
conciled, and as this is written, effort is 
being made in that direction. How the 
compromise will be effected is not pre- 
dictable, but the attitude of the Recon- 
struction Finance Corporation — the 
holder of important amounts of senior 
securities—seemingly inclines, to some 
extent, toward the Van Sweringen point- 
of-view. 


A second plan filed with the Commis- 


sion is that of the Chicago, Milwaukee, 
St. Paul & Pacific Railroad, this plan 


being submitted by the carrier. In this 
case the most favored securities are those 
of a leased line, the Chicago, Terre 
Haute & Southeastern, a property which 
affords entrance of the lessee to the Il- 
linois and Indiana coal fields. These 
facilities appear to be so essential that 
interest is maintained, according to the 
terms of the reorganization plan, on the 
lessor’s bond issues.. Of the St. Paul’s 
own bond issues, even the best is dis- 
turbed by the plan. The St. Paul gen- 
eral mortgage is a first lien on the com- 
pany’s principal lines extending from 
Chicago westward to the Missouri 
River, regarded as the very heart of 
the system. 


Earnings of recent years, however, do 
not justify the maintenance of estab- 
lished rates of interest on these bonds, so 
the proposal is made that two-thirds of 
the interest thereon be fixed and the 
remainder is made contingent upon the 
future revenues of the reorganized com- 
pany. Most of the other important 


bond issues are changed from fixed- 
interest bearing securities to contingent 
income securities, interest to be paid 
only when earnings permit. The equity 
holders are not required to pay an as 
sessment to receive stock in the new 
company, but their proportionate inter. 
est is reduced. 


PLAN OF MISSOURI PACIFIC 


Different from the ordinary pattern 
of reorganization is the proposed plan 
of the Missouri Pacific Railroad. This 
proposal was drawn up by Van Swerin- 
gen interests, who control the equity 
stock of this property. In this case the 
senior securities remain undisturbed in 
so far as continuance of interest at the 
established rates is concerned, but the 
holders are asked to take, for their 
closed underlying liens, bonds having 
virtually an open-end mortgage and 
maturing many years hence. 


The most radical features of the re 
organization plan deal with the treat 
ment of bonds having an intermediate 
position or a junior position in the mort 
gage structure of the old Missouri 
Pacific. Some of these receive part of 
their principal in the new fixed-interest 
bonds, and the balance in contingent: 
income securities; and some receive new 
contingent-income securities, par for pat. 
These income securities are of two 
classes, and sinking funds are. provided 
on both with extraordinary provisions. 
The sinking fund on the first class of 
contingent-income securities will operate 
simultaneously with the payment of in- 
terest on these bonds. Then, after in 
terest is paid on this class, the sinking 
fund will operate on the second class 
of income securities simultaneously with 
the payment of interest on this issue. 


The effect of this provision is obvious: 
Earnings, when available after payment 
of fixed charges, will be used, first, to 
buy up, presumably at depressed mar’ 
ket prices, the contingent-income secu 
rities of the new corporation. 
should be of especial benefit to the 
equity holders in the new company, for 
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as bonds are retired through operations 
of the sinking fund, the relative position 
of the stockholders is improved. The 
Missouri Pacific plan provides for no 
assessment of stockholders, but, as in 
the case of the Chicago & Eastern IIli- 
nois and St. Paul reorganization pro- 
posals, calls upon the stockholders, as 
their principal sacrifice, to accept a re- 
duction in the number of shares held. 

Progress of these three plans, and 
others yet to be filed with the Commis- 
sion, may be slow, but conditions are 
more propitious for reorganization now 
than was the case three years ago when 
the Federal Bankruptcy Act was first 
passed. The bankrupt carrier is now 


required to file a plan of reorganization 
with the Interstate Commerce Commis- 
sion within six months of the bank- 
ruptcy (although this time may be ex- 
tended by the court if it sees fit). 
Changes in the original act now make 
it impracticable for a one-third, minority 
of a certain class of securities to hold 
up proceedings, for the Court has power 
to confirm a reorganization without such 
acceptance. Most important factor of 
all is the current improvement in rail- 
road earnings, now in evidence for some 
six months. A continuance of this im- 
proved earnings trend may well see a 
speeding up of railroad reorganization 
plans. 


Railway Coordination and Consolidation Prospects 
By Davip W. MCKNIGHT 


Argus Research Corporation 


O large-scale co-ordination of 
N saves facilities or consolidation 

between systems was witnessed in 
1935 despite high hopes entertained in 
many quarters that such might be the 
case. However, there is good reason to 
believe that this might not be the record 
for the current year, as already there 
are important indications that formerly 
existing bars to both co-ordination and 
consolidation may be removed, in part 
or almost entirely. 

Because of recent publicity connected 
with the somewhat new office of Federal 
Coordinator of Transportation, now 
held by Interstate Commerce Commis- 
sioner J. B. Eastman, one might have 
formed the opinion that the matter of 
railway co-ordination is new. Actually, 
for a great many years co-ordination and 
unification projects have been going on 
among the carriers. The use of joint 
trackage is a case in point; still another 
is the use by several railroads of the 
same freight and passenger stations. 
There are many others. 

Despite the fact that the railroad man- 
agements already have done consider- 
able in the matter of effecting a co- 
ordinated service, there appears to be 


little doubt but that much more can 
be consummated. Needless to say, the 
recent lean years for the railroads have 
accomplished much toward bringing 
about a realization that large-scale co- 
operation might well be applied to a 
reduction of railway costs. Whatever 
the reason—the depressed state of earn- 
ings, the pressure from the Federal Co- 
ordinator of Transportation, or the fear 
of public ownership—it can be fairly 
said that the railways as a group have 
given definite and apparently sincere 
signs that they should like to proceed 
with cost reducing projects on a scale 
larger than has heretofore been the case. 

What have been and still are the 
obstacles to the launching of such a pro- 
gram? It appears that the chief draw- 
back may be found, curiously enough, 
in the Emergency Railroad Transporta- 
tion Act of 1933 which was passed to 
help the carriers weather the depression 
storm. The framers of that bill virtu- 
ally “froze” employment at the May, 
1933, level. In other words, em- 
ployes as of that time were guaranteed 
against not only loss of employment 
but against demotion due to any action 
taken in the direction of co-ordination of 
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railway facilities. Regardless of one’s 
opinion concerning the merit of the labor 
provision of the Act, as a matter of 
practicality, the clause has been an effec- 
tive bar to co-ordination; the principal 
railway cost is labor and the chief sav- 
ings on the part of the carriers through 
co-ordination would, of course, be inti- 
mately connected with labor. 


CONFERENCES BETWEEN LABOR AND 
MANAGEMENT 


It appears that the railway manage- 
ments recently have increased their 
efforts toward reaching a direct agree- 
ment with labor concerning a program 
that will make possible broad co-ordi- 
nated projects and provide dismissal com- 
pensation for employes. At this writ- 
ting, conferences are progressing in 
earnest between labor and management 
representatives, and it seems probable 
that through dismissal compensation the 
way may be found to abrogate the 
“frozen” employment clause of the 


Emergency Transportation Act of 1933. 


Assuming that such might be the case 
and that the Federal Co-ordinator’s term 
which expires next June might not be 
extended because of railway manage- 
ment opposition and lack of railway 
labor's support, there is reason to be- 
lieve that the railroads might rapidly 
go ahead with the original waste reduc- 
ing program contemplated in the Emer- 
gency Act; and without Government 
help, or what might be deemed inter- 
ference or fear of dictated “orders” on 
the part of the Federal Co-ordinator. 
Thus far no orders by the Co-ordinator 
affecting the railroads as a whole have 
been issued but only recently he threat- 
ened to command terminal consolidation 
in a limited number of cities in the near 
future. 

It is not improbable that the current 
conferences between the railroad man- 
agements and labor representatives 
might have some bearing upon the carry- 
ing out of this prospective test of the 
Co-ordinator’s power under-the Emer- 
gency Act. In any event, a breaking 
of the impasse between the Co-ordinator 
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and the railways seems at hand, al- 
though admittedly there is yet some ques 
tion as to how the issue will be forced. 


HUGE SAVINGS MIGHT BE ACCOMPLISHED 


Probable annual savings through an 
intensive co-ordinated service are not 
particularly easy to gauge. Claims and 
counterclaims are numerous because of 
the obvious lack of sympathy between 
the railway managements and the Co- 
ordinator. The latter, after careful 
study, has reported it possible to save 
100 million dollars per annum through 
a car pool, and 56 million by terminal 
unification. These are truly staggering 
sums and should waste reduction cease 
at this point—a saving of 156 millions 
per year—it would have accomplished 
much. Of course there is no reason to 
expect unification to stop with two proj- 
ects. A saving of 156 millions com 
pares with total Class I railway annual 
fixed charges of slightly more than 680 
million dollars. Whether very large 
savings are possible cannot be finally 
determined until co-ordination is tried on 
a large scale; but it seems reasonable that 
the savings from joint action, even 
though not so large as anticipated in 
their initial phase due in part to the 
burden of dismissal wages, would be 
quite worthwhile and would do con 
siderable in the direction of much: 
needed railroad credit rehabilitation. 

In many respects, the arguments for 
consolidation are much the same as those 
for co-ordination; that is, both are aimed 
at cost reduction and hold forth promise 
of increasing competitive advantages 
with other transport services. However, 
consolidation is more complex in its 
financial and legal implications. It is 
recalled that the Transportation Act of 
1920 had for its chief purpose the re 
habilitation of railroad credit. Thus, 
properly enough, that measure included 
provision for the consolidation of rail- 
ways, and, accordingly, the Interstate 
Commerce Commission was instructed 
to prepare a formal plan consolidating 
the carriers into a limited number of 
systems. 
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NUMEROUS PLANS AND PROPOSALS 


At-the time, the economies in certain 
operations experienced during the war 
control period were emphasized as in- 
dicative of possible savings under con: 
solidation. Since then the matter of 
railway consolidation has passed through 
many stages of thought but today we 
have, with a few exceptions, the same 
railway systems that we had fifteen years 
ago. However, during this interval there 
was no shortage of plans and proposals 
and changes in policy on the part of 
the Interstate Commerce Commission. 
As late as 1929 the Commission pub- 
lished a comprehensive plan whereby the 
railway properties of the country would 
be merged into a limited number of sys- 
tems. This omnibus plan was modified 
as late as 1932, but already the matter 
had reached a virtual stalemate due 
largely to depression influences. 

In 1933 the so-called Prince plan of 
railway consolidation was promulgated. 
This was an independent study which 
recommended the consolidation of the 
country’s railways into seven vast sys- 
tems and which contemplated wholesale 
abandonment of facilities and, of course, 
some dismissal of employes. It was 
claimed for the plan that it would save 
the railroads 743 millions of dollars per 
year, but a committee of railroad execu- 
tives studying the proposal reported that 
the savings would be nearer 218 mil- 
lions. The Prince plan, according to 
Mr. Eastman, is dead, but it appears 
that certain aspects of it are very much 
alive, principally its co-ordination phase. 
Doubtless a basic fault of the plan was 
that it was predicated upon smaller rail- 
toad trafic than the country is likely 
to experience over the next decade. In 


short, much of it was depression phe- 
nomena. 


POLITICAL AND FINANCIAL BARS 


It appears that the present bars to 
tallway consolidation are principally 
two: political and financial. The for- 
mer was aptly illustrated in connection 
with the proposed merger of the Great 
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Northern and Northern Pacific Railways 
in 1927, which was opposed on the 
grounds that proposed abandonments 
and co-ordination would do harm to the 
communities, many of them nothing 
more than villages, served by the two 
roads and that labor would suffer un- 
duly. Now, unquestionably, a merger 
program involving a reduction in costs— 
a prime objective—means abandonment 
of certain facilities which, in turn, in- 
volves less need for labor to operate 
these facilities. But the railroads today, 
being faced with new and vigorous com- 
petition brought about by the develop- 
ment of public highways and general 
increased usage of automobiles and auto- 
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trucks, cannot afford to operate certain 
facilities which they find no longer neces- 
sary. 

If dismissal can be 


compensation 


worked out between the railway man- 
agements and labor in respect to co- 


ordination a similar agreement should be 
reached in regard to railway consolida- 
tion. If this opinion seems too optimis- 
tic, it might be considered that the pres- 
ent level of railroad employment is quite 
low and that any effort directed toward 
reducing transportation costs, and hence 
regaining business lost to competitors, 
would tend to increase employment. 
Furthermore, dismissals of employes 
might not be particularly large due to 
normal traffic recovery. 


RAILROADS MUST MERCHANDISE 
SERVICES 


In the long run, if total railroad em- 
ployment is to increase, the railroads 
must utilize methods that will merchan- 
dise their services. No longer do they 
have a transport monopoly, and in the 
passenger service the traffic loss has been 
particularly severe: Much of this loss 
cannot be regained. Needless to say, 
railway labor fully comprehends the 
fundamentals of the situation, and the 
risks of an adamant attitude. 

Should the political difficulties facing 


consolidation be surmounted there would 
still exist financial considerations. In- 
adequate credit is definitely a stumbling 
block to consolidation but the situation 
is not hopeless by any means. There is 
every room for encouragement in pres 
ent low interest rates, and the recovery 
noted in railway net earnings in recent 
months. Inasmuch as it seems likely that 
no grandiose scheme of consolidation may 
be forced upon the carriers by the Inter- 
state Commerce Commission, but rather 
consolidations over the next several years 
will proceed along somewhat natural 
lines, the problem of financing becomes 
a less pressing one. By natural lines is 
meant specifically and, for example, a 
revival of the merger of Northern Pacific 
and Great Northern, a unification of the 
Van Sweringen lines, or consolidation of 
the Burlington and Colorado & South 
ern. None of these should involve any 
great problem other than valuation for 
consolidation purposes, and the details 
of recapitalization. 


EASTMAN’S REPORT TO CONGRESS 


It would seem that dissenting minori- 
ties might be cared for by the sale of 
convertible bonds in view of present low 
interest rates and rising earnings. Re- 
cent experience in the railroad field with 
this type of financing has amply illus- 
trated its success. But if, on the other 
hand, the Commission should attempt 
to require that consolidations adhere to 
a rigid plan, it is likely that little may 
be done for quite some time. In this 
respect, it might be noted that Co 
ordinator Eastman in his recent report 
to Congress stated, in reference to the 
formal 1929 plan, in part as follows: 

“It would seem better to eliminate 
these elaborate but impractical provi 
sions and provide simply that consoli- 
dations or other unifications may be au: 
thorized to the extent that it can be 
shown, to the satisfaction of the Com: 
mission and after a full public hearing, 
that they will promote the public in 
terest.” 

Certainly this view, if shared by the 
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entire Commission, indicates that the 
idea of mergers into a limited number 
of systems based upon a fixed plan is 
to be, or already has been, discarded. 

In conclusion it can be stated that 
well-ordered consolidation and the co- 
ordination of railway facilities seems to 
offer the best practical final solution of 


the railway credit problem. There are 
other aspects and here, too, progress is 
being made. Given important accom- 
plishments in the direction indicated in 
the foregoing discussion and a continua- 
tion of business recovery, a substantial 
increase in railway net earnings would 
be assured. 


Railroad Capitalization and Solvency 


By HERBERT SPERO 
Department of Economics, College of the City of New York 


road problem in the United States 

has been the important phase of 
the transportation issue since the close 
of the World War. The Transporta- 
tion Act of 1920 attempted to deal with 
the problem in a forward manner by in- 
cluding such financial provisions as The 
Rule of Rate-Making, the Recapture 
Clause, the division of joint rates, the 


Ts financial aspect of the rail- 


status of the roads is attributable prin- 
cipally to the economic decline charac- 
teristic of all business and industry in 
depression years, accentuated by the in- 
tense competition offered by other trans- 
portation agencies as motor buses and 
trucks, water carriers, pipe lines, and 
airways. 

However, for a complete understand- 
ing of the difficulties precipitated by the 


power to prescribe minimum rates and 
limited allowance of pooling—all de- 
signed to yield a fair rate of return on 
the aggregate property value of the rail- 
road system. In 1922, the Interstate 
Commerce Commission established 53/, 
per cent. as the objective to be attained 
in establishing the rate structure. 


loss of trafic due to both the depression 
and competitive factors, attention must 
be directed as well to the financial set- 
up of the roads, so sensitively responsive 
to the rigors of a depression period. 


FINANCIAL STRUCTURE AND BANK-~ 
RUPTCY 


Over the years, the railroads have 
obtained their capital primarily through 
the flotation of bonds and the creation 
of a funded debt. At the present time 
the total funded debt of steam railways 
in the United States, excluding switch- 
ing and terminal companies, forms ap- 
proximately 56 per cent. of the total 
capitalization of the carriers. When the 
capital structure of a corporation is com- 
posed predominantly of fixed-interest 
bearing obligations, stability of income is 
essential if financial difficulties and ulti- 
mate bankruptcy are to be avoided. 

At the inception of the depression in 
1930, interest on the funded debt of the 
Class I railways totaled about $496,000,- 
Property value. 000, interest on the unfunded debt 

The Interstate Commerce Commission amounted to approximately $12,500,000, 
has held that the unsatisfactory financial while rental for leased roads reached a 


CAUSES OF FINANCIAL DIFFICULTIES 


An examination of railroad earnings 
since 1920 clearly indicates, however, 
that at no time have the Class I car- 
riers been able to secure a return of 53/4 


per cent. Even during the prosperity 
and boom period of the 1920's the 
highest level of earnings was 4.99 per 
cent., realized in 1926. As with all 
economic indices, railroad earnings de- 
clined sharply in the year 1930, con- 
tinuing downward and reaching a low 
level of 1.77 per cent. in 1934. Re: 
ports for the first eleven months of 1935 
indicate some improvement with the re- 
turn rising to 1.85 per cent. of carrier 
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figure in excess of $170,000,000. The 
decline of income was so drastic dur- 
ing 1930, 1931, and 1932, that by the 
latter year net income had been con- 
verted into a net deficit of about $139,- 
000,000. The succeeding years have 
witnessed some curtailment of the net 
deficit, although for 1935 it was still 
quite large. 

The Interstate Commerce Commission 
in its Annual Report for 1935 stated: 

“The number of all classes of steam 
railways in the hands of receivers or 
trustees, excepting one switching and 
terminal company, was 84 on October 
1, 1935. Their aggregate funded debt, 
including that matured and unpaid, 
amounted to $2,852,956,422, or 22.3 per 
cent. of the total actually outstanding. 
Their operated mileage was 64,301 or 
25.1 per cent. of the total miles of 
steam railway operated.” 


GOVERNMENT AID 


The Government attempted to aid the 


roads through authorizing temporary 
emergency increases in freight rates, 
effective January 1932, to be pooled with 
the object of granting loans to enable 
the carriers to meet their fixed interest 


payments. In accordance with the 
“Marshalling and Distributing Plan, 
1931,” the Railroad Credit Corporation 
was organized to administer the fund 
obtained from the rate increases. The 
emergency rate increase produced a fund 
of $75,422,411, of which, $73,691,368 
was extended in loans by the Credit 
Corporation for the purpose of aiding 
carriers hard-pressed financially. 

As the economic decline became more 
intense, additional pressure was exerted 
upon the railroad credit structure as 
well as upon our banking and financial 
institutions. In December 1931, Presi- 
dent Hoover proposed the formation of 
an emergency corporation “to meet any 
public necessity.” Eugene Meyer, at 
one time Governor of the Federal Ke- 
serve Board, testifying before a Senate 
committee considering the bill to create 
the Reconstruction Finance Corporation, 


held that provision for railroad loans 
was essential and was made, “on the 
theory that the very wide ownership of 
railroad bonds, by insurance companies, 
savings banks, and others, is almost the 
equivalent of a widespread, broad own- 
ership by the people of the United 
States, and rather recognizes, perhaps 
indirectly, the fact that the credit posi- 
tion of the railroads is a very impor 
tant item at the present time in the 
whole national financial structure. Next 
to the construction industry, the rail: 
roads represent perhaps the largest 
single concentrated unit for the buying 
of materials and the employment of 


labor.” 


Since the date of its organization, 
February 2, 1932, through December 31, 
1935, the Reconstruction Finance Cor 
poration authorized loans to railroads 
including receivers, of $670,142,492, of 
which amount $487,216,824, has actu 
ally been disbursed. Only a small frac: 
tional part of the loans extended have 
been repaid thus far, leaving a balance 
outstanding of $396,249,860. 


NEED FOR FINANCIAL REORGANIZATION 
RECOGNIZED 


The bulk of the loans granted by the 
Finance Corporation to railroads have 
been extended for the purposes of meet’ 
ing interest payments on the funded 
debt of the carriers and paying of 
bond and note maturities as they have 
come due. The rigid character of the 
capital structure of the roads, noted 
above, necessitated such loans when the 
income of the lines was drastically de 
flated. It was finally recognized in 1933 
that the railroad capital structure re 
quired some overhauling and reorganiza 
tion if it were to be established on 4 
firm and sound basis. Consequently, the 
Emergency Railroad Transportation Act 
of that year stipulated that the Inter 
state Commerce Commission “shall not 
approve a loan to a carrier under the 
Reconstruction Finance Corporation 
Act, as amended, if it is of the opinion 
that such carrier is in need of financial 
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reorganization in the public interest: pro- 
vided, however, that the term ‘carrier’ as 
used in this section shall not include a 
receiver or trustee.” * 

In pursuance of this idea, the Inter- 
state Commerce Commission refused to 
approve a loan of $5,000,000 to the 
New York, New Haven & Hartford 
Railroad Company by the Finance Cor- 
poration for the purpose of meeting taxes 
and equipment trust installments, on the 
grounds, “that the present and prospec- 
tive earning power of the applicant and 
the security offered as a pledge for the 
requested loan are not such as afford 
reasonable assurance of its ability to re- 
pay the loan.” 

The road is at present undergoing re- 
organization and the new financial ar- 
rangements, it is said, will probably in- 
clude provisions for scrapping a consid- 
erable number of the carrier's leases 
which have been an onerous burden in 
the past. Failure to take this step and 
thereby reduce the load of fixed charges 
would merely store up financial difficul- 
ties for the future. 

The Lehigh Valley Railroad, lent $8,- 
500,000 by the Finance Corporation thus 
far, is also faced with a heavy charge 
for rental of leased roads in addition 
to being a guarantor of the bond issues 
of other lines. During the first ten 
months of 1935, its balance available for 
fixed charges of $4,273,434 was adequate 
to meet interest requirements of $3,931,- 
009 but when rentals for leased roads 
totaling some $2,238,142 were also con- 
sidered, there was a consequent net loss 
of $1,895,717. Heavy obligations of 
this character prove decidedly embar- 
rassing when revenues slump, and may 
even force reorganization. 


REDUCTION IN COST OF BORROWED FUNDS 


_The Reconstruction Finance Corpora: 
Hon is presently engaged in a program 
of helping the railroads obtain funds at 
fates of interest lower than those paid 
in the past for financing their require- 
_——,, 
nr vettion 15, Title I, Emergency Railroad 
Fansportation Act, approved June 16, 1933. 
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ments, in order to ease the burden of 
heavy fixed charges. Through the Cor- 
poration’s aid the Great Northern Rail- 
way was recently able to provide for 
the sale of $100,000,000 in convertible 
refunding bonds to its stock and bond 
holders at 4 per cent. Investment bank- 
ers had requested a 5 per cent. rate in 
addition to an underwriting charge of 
$1,000,000, plus 1 per cent. on such 
bonds as they might take up. 

Similarly, the Interstate Commerce 
Commission in the latter part of 1935 
ruled that the New York Central Rail- 
road could pay no more than 5 per 
cent. interest on a $75,000,000 issue of 
short-term promissory notes; the rate 
originally contemplated was 6 per cent. 


PAST REORGANIZATION EXPERIENCE 


The importance of this governmental 
effort to reduce the cost of borrowed 
funds to the carriers and so place them 
on a stronger financial basis may be 
realized upon recalling that of the thirty- 
one Class I railroads reorganized through 
court procedure during the period 1915- 
1933, only five companies enjoyed the 
benefits of a slash in the average cost of 
borrowed capital while eighteen roads 
suffered an increase in this cost. 

The Chicago, Milwaukee, St. Paul 
& Pacific Railroad, in debt at present 
to the Reconstruction Finance Corpora- 
tion for approximately $10,700,000, was 
paying a rate of interest of 4.69 per 
cent. on its funded debt after the 1928 
reorganization whereas the charge had 
been 4.63 per cent. prior to that re- 
adjustment; furthermore, the road was 
saddled with a funded debt five per cent. 
greater subsequent to bankruptcy and 
overhauling than before insolvency. Of 
course, this paved the way for present 
financial difficulties. Also a number of 
other roads indebted to the Finance Cor- 
poration, such as the Missouri, Kansas 
& Texas, the Pere Marquette, and the 
Chicago & Eastern Illinois, were bur- 
dened with greater carrying charges on 
their funded debts after reorganization 
than had to be met before insolvency 
was experienced. 
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Railroad reorganizations at times have 


been strange affairs. The funded debt, 
usually the major cause of the insolvency, 
instead of being reduced in the new 
set-up has at times been augmented and 
sO a more precarious situation produced. 
The Central Vermont was loaded down 
with a funded debt 28 per cent. greater 
after reorganization than before; the In- 
ternational Great Northern, and the Mis- 
souri, Kansas & Texas, had debt struc- 
tures 44 per cent. more rigid after the 
capitalization of the enterprises had been 
revised. 


FUTURE POLICY 


At present, the Interstate Commerce 
Commission and the Reconstruction 
Finance Corporation have an excellent 
opportunity to help establish a more 
flexible capital structure and thereby 
cushion the effect of sharp declines in 
railroad revenues during depression 
periods. The Emergency Transporta- 


tion Act of 1933 directed the Inter. 
state Commerce Commission to author 
ize loans only to those railroads whose 
earning power justified existing capital 
structures. This represented one step 
in the proper direction and pointed the 
way clearly for railroad management and 
governmental agencies. 

The reappearance of over-rigid capi 
talization must be prevented and exist- 
ing defects be eliminated as far as pos 
sible. We must avoid a repetition of 
the experiences of the past few years, 
during which period the Government 
has apparently sent a certain measure 
of good money after bad, and when in- 
vestors have suffered enormous losses 
through market depreciation of obliga: 
tions of roads with unsound capital 
structures. 

Unless railroad financial structures be’ 
come more flexible, a decline in business 
activity and resultant decreases in rail 
road revenues will create complications 
anew. Such flexibility is essential and 
less reliance must be placed upon fixed 
interest bearing obligations as a source 
of railroad capital. 
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PROFITABLE BANKING 


THE three main elements involved in 
profitable banking are: 

1. The cost of funds and the expense 
of servicing these must be substantially 
less than the income received from the 
assets into which these funds are com 
verted and other income from services 
rendered. Under present conditions 2 
margin of 20 per cent. to 25 per cent. 
would be considered high earning power. 

2. The relationship of the various 
items of assets to each other and to the 
total must be correct, so as to be able 
to take care of the depositors and local 
loan demands and at the same time ob 
tain sufficient income to produce an ade’ 
quate operating profit margin. 

3. The assets must be carefully & 
lected as to safety of principal and then 
intelligently and aggressively supe 
so as to avoid losses thereon.—H. N. 
Stronck. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


THE GENERAL SITUATION 


Since the last review of world condi- 
tions in these pages, England has un- 
dergone the loss of King George V, the 
successor to the throne being the for- 
mer Prince of Wales, who has taken 
the title of Edward VIII. While the 
death of the late King occasioned ex- 
pressions of deep sympathy throughout 
the British Empire, and in many other 
jands as well, it has caused no disturb- 
ance in the orderly conduct of British 
affairs, the accession of the new King 
being favorably regarded by his numer- 
ous subjects. 

Japan’s absence from the London 
Naval Conference, caused on account 
of failure of the conference to recog- 
nize the demand of the Kingdom of the 
Rising Sun for naval parity with Great- 
Britain and the United States, has not 
—as many feared—resulted in a break- 
ing up of the conference. Agreements 
have been reached on some limitations of 
naval armaments by the four powers 
still participating in the conference. 

So intense has the European war scare 
become in recent weeks, that fresh al- 
liances are either in prospect or already 
consummated, and a general peace con- 
ference of leading European powers is 
imminent. 

In the field of international finance, 


interest has been suddenly shifted to the 
United States, where the already huge 
and growing deficit has caused foreign 
distrust of the dollar with the export 
of gold from New York in consider- 
able volume. In well-informed finan- 
cial circles abroad, however, it is con- 
sidered that persistent weakness centers 
around the French franc rather than 
the dollar. Evidence of this weakness 
appeared from reports that France was 
seeking a large loan from the London 
money market. 


GREAT BRITAIN 


In that barometer of production and 
trade — steel — surprising recovery is 
shown by figures recently published in 
The Economist (London). The year 
1935 has seen a record production of 
9,842,400 tons, which is 11.2 per cent. 
higher than in 1934 and 87.1 per cent. 
higher than in 1932. The “record” 
figures of 1929 and 1917 have been 
comfortably surpassed. Profits are now 
on a level well above that of 1929 and 
possibly higher in terms of real values 
than that of the immediate post-war 
boom. The financial position has been . 
righted; bank debt has been liquidated 
and the investor has been induced once 
more to participate in steel shares. The 
industry is prosperous, and its pros- 
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perity thas been achieved despite the 
failure of exports to recover and despite 
the weakness of demand from the ship- 
yards. 


And in another important direction, 
that of foreign trade, steady recovery is 
being made, both imports and exports 
showing a gain in 1935 compared with 
the figures for the previous year. Al- 
though there was a rise of the total 
foreign trade last year, the import sur- 
plus was £9,000,000 less than in 1934. 

The unemployment situation, show- 
ing marked improvement for some time, 
has lately turned in the opposite direc- 
tion, and there is an increase in the 
number of unemployed, which possibly 
may be of only a temporary seasonal 
character. 

British bank reports for the full year 
1935 do not show any decided general 
change in net income, although the totals 
of the balance-sheets of the leading 
banks have largely increased. Two of 
the “Big Five” banks in London—the 
Midland and the Westminster—have 
just reached a centenary of uninter- 
rupted banking service. 

In connection with British recovery, 
it is interesting to note that cheap 
money has not played the prominent 
part commonly expected, and that the 
tariff, monetary changes, etc., have been 
less instrumental in diminishing imports 
than exports. 

Wholesale prices (Economist index 
number) in Great Britain rose from 
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110.3 in January, 1935, to 118.1 at the 
end of December. 


FRANCE 


PoLiTicAL and financial conditions in 
France continue to disclose an unsatis- 
factory trend. The overthrow of the 
Laval Ministry was recorded last month, 
and while a stop-gap ministry has been 
formed, that, it is hoped, may be able 
to carry on until the general election, 
now not far off, the situation on the 
whole is complicated. Further to check 
mate the actual or supposed menace 
from Germany, a better understanding, 
if not an outright alliance, between 
France and Russia has come forward 
in recent weeks. Although much op 
position exists as to further devaluation 
of the franc, high financial authority 
regards such a course as inevitable in 
the near future. 

Foreign trade for 1935 was 4,529, 
000,000 francs in value below that of 
1934, but the surplus of imports re 
mained substantially unchanged. 


GERMANY 


CompLeTinG the third year of Nazi 
rule, it is found that two serious prob 
lems confronting Germany are the rise 
in prices and a considerable shortage of 
food. The foreign trade policy, based 
on the balancing of imports with ex 
ports, though not as yet completely suc 
cessful, has shown a much greater de’ 
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cline in the value of manufactured im- 
ports as compared with raw materials. 
Foreign trade returns show an export 
surplus of 111 million marks, which is 
a marked reversal from the returns for 
1934, when the import surplus was of 
a value of 285 millions. 

Public revenues are increasing, a gain 
of 1300 million marks being estimated 
for the financial year, and a promised 
further increase for 1936-37, making a 
balancing of the new budget possible. 


SWEDEN 


REVIEWING conditions at the close of 
the last year the Index of Svenska 
Handelsbanken takes a gloomy view of 
the world in general, but finds the situ- 
ation in Sweden showing constant im- 
provement. Of the world in general 
it is said that the milling ice of inter- 
national affairs does not lessen its grip. 

“The more feverishly we work to 
throw off its clutch the more we seem to 
be drawn towards inevitable catastrophe. 
It is as if the navigators, having lost all 
hope of coming to port, had concen- 
trated their efforts on shutting off the 
watertight compartments, and whilst in 
one section of the craft everybody is 
straining at the pumps to stave off the 
inrush of water, to those of us on the 
other side of the bulkhead the danger 
somehow seems less imminent. 

“But Sweden can now look back on 
another year of recovery and pros- 
Perity. The much improved domestic 
turnover is still maintaining its level, 
and the policy of refraining as far as 
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possible from restrictive measures, com- 
bined with the primary importance in 
world trade of Sweden’s principal ex- 
port goods, has now brought the volume 
of foreign trade back to the neighbor- 
hood of the 1929 figures, whereas the 
aggregate world turnover of goods re- 
mains close to the low point of 1932. 
Employment on the labor market con- 
tinues to be good, although in some 
quarters slightly reduced, and the figures 
relating to bankruptcies and protested 
bills have again shown improvement. 
Government revenues are increasing. 
The cost of living has risen one more 
point to 157.” 

No doubt, the conservative and in- 
dustrious qualities of the Swedish people 
may be given chief credit for this favor- 
able result, but other factors are evi- 
dently worthy of careful study. 

The Skandinaviska Kreditaktiebolaget 
has issued from its bond department a 
pamphlet on “Swedish Government Se- 
curities,” setting forth that these loans 
offer exceptional advantages in that the 
Swedish national debt amounts to less 
than 60 per cent. of the value of the 
state assets and because the interest 
charges on the national debt are more 
than covered by the revenue from the 
so-called state productive funds (Gov- 
ernment undertakings, real estate, shares 
and lending funds), in which the major 
part of the money borrowed is invested. 
Thus, the revenue from the Govern- 
ment undertakings (in the first place 
the postal and telegraph services, the 
state railways, the state hydro-electric 


271 





Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 


Founded 1848. 


First established 
private bank in 
Norwav 


Telegraphic address: 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000. 


New York Agents: 


The National City Bank of New York, Guaranty Trust Company of New York, 
and Irving Trust Company 


works and the Crown lands) amounted 
during the fiscal year 1934-35 to over 
121 million kr., while the yield on the 
shares and lending funds of the state 
brought in a revenue of 19 million kr. 
Adding profits yielded by the Riksbank 
and the National Debt Office, amount- 
ing altogether to over 25 million kr., 
shows a total revenue from productive 
state capital of 165 million kr., while 
the interest charges on the national debt 
during the same period amounted only 
to 98 million kr. 

At the end of 1934 the Swedish na- 
tional debt totaled 2466 million kr., or 
396 kr. per head. At about the same 
time the British national debt per head 
was 3299 kr., the Dutch 1092 kr., the 
Belgian 924 kr., that of the United 
States 845 kr., the Swiss (exclusive of 
the debt of the Federal Railways) 710 
kr. 


ITALY 


DEALING with the gold purchase mo- 
nopoly, established by the decree of 
November 14, 1935, the Business and 
Financial Report, issued by the Associa- 
tion of Italian Corporations and the 
Fascist Confederation of Industrialists, 
says that the purchase of gold by the 
Bank of Italy at a price higher than 
the legal rate should not be interpreted 
as implying official devaluation of the 
lira. It is held that “the economic 
siege” decreed by the League of Na- 
tions has deprived Italy of normal 
credits and normal trade relations, thus 
necessarily reacting. on the status of the 
valuta, making it for the time being 
of different value on the domestic and 
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foreign markets. The determination of 
the Italian Government to safeguard 
the savings of the people, is asserted by 
that publication. 


HOLLAND 


THE Financial and Economic Review, 
published by the Amsterdamsche Bank, 
looking over the financial and economic 
conditions in Holland, does not find, as 
yet, any signs of a general improvement. 
It points out that there are so many ties 
binding the country to other countries, 
that little else but a xevival of inter 
national trade can exercise any very 
favorable influence on business life in 
Holland. While revival in other coun 
tries has been helped by developing 
home markets, this course is not avail- 
able to Holland, dependent as the coun: 
try is on practically unhampered for: 
eign trade. As a result, the country 
is declared to be suffering from a fall 
ing off of foreign trade, unemployment 
that shows no signs of diminishing, an 
unsatisfactory state of affairs in ship 
ping, and reduced income from foreign 
investments and services to other coun 
tries, while even the industries produc’ 
ing for the home market are experienc’ 
ing difficulties, notwithstanding that that 
market has been given some measure of 
protection. 


MEXICO 


To meet growing demands during Janu’ 
ary two leading and solid commercial 
banks of Mexico City inaugurated their 
new buildings, both handsome, modern 
structures with all the conveniences and 
refinements of such institutions. This 
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is a very encouraging sign of progress 
and confidence. 

The Banco Mexicano S. A. opened 
without any ceremony on Cinco de 
Mayo and Motalinia in a modernistic 
six story ofice building, the ground floor 
being devoted to the bank, with the 
latest type of vaults and safe deposit 
boxes in the basement. 

The Banco del Comercio S. A. in- 
augurated its new building at V. Car- 
ranza 42, adjoining its former building, 
with a reception attended by the Dip- 
lomatic Corps, Government officials, 
prominent bankers and leading captains 
of finance, industry and commerce. A 
feature in this new building is the en- 
tire absence of the usual cages; all busi- 
ness being transacted over the open 
counters and desks. 

Mexico is keeping up its payments re- 
ligiously on its international obligations 
for damage claims during the past revo- 
lutions. Secretary of the Treasury, 
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OESTERREICHISCHE CREDITANSTALT- 
WiENER BANKVEREIN. This institution 
sends out an illustrated booklet of forty- 
eight pages giving in detail information 
about Austria, embracing such topics 
as sight-seeing, tourist traffic, holiday 
and health resorts, art, folklore, sport 
and study. The book also contains a 
large map of the country. 


BANQUE AGRICOLE DE TuRQUIE. Im- 
proved conditions in Turkish agricul- 
ture, commerce and industry were re- 
ported at the ordinary general meeting 
of shareholders of the bank, and this 
better situation was reflected by good 
results for the institution. Turnover of 
commercial bills was greater by about 
Ltg. 55,000,000 than in the preceding 
year. Deposits and current accounts 
also showed substantial gains. 


BakcLays BANK LimiTED. From The 
Economist (London) is gained the in- 
Omation that this institution is pre- 


en 
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Lic. Eduardo Suarez, on his recent visit 
to Washington, handed Secretary Hull 
a check for $500,000, one of the 
installment payments. Similarly at the 
end of December last, Ing. Eduardo 
Hay, Secretary of Foreign Relations, 
paid the Hon. John Murray, the British 
Minister in Mexico, the sum of 345,- 
081.59 pesos as the first annuity on a 
settlement of 3,795,897.53 pesos for 
revolutionary claims of British subjects 
in Mexico. 

The next logical step, when the Mex- 
ican Government deems it advisable, 
will be an agreement on the refunding 
or gradual adjustment of the Mexican 
foreign debt and that of the National 
Railways, a step that would clear the 
decks and bring to Mexico new money 
to help develop its great natural re- 
sources, give work to thousands and 
help the Mexican government to carry 
on its splendid agricultural and social 
program.—Mexican News Digest. 


senting information showing how bank 
advances are distributed. Broadly, out 
of total advances of £155.4 millions by 
Barclays Bank, some 7.9 per cent. were 
made to farmers, 24.8 per cent. to pro- 
ductive industry, 8.7 per cent. to retail- 
ers and 35.7 per cent. to professional 
and private individuals. The building 
and allied trades alone took 7.5 per 
cent., or £11.6 millions. Local author- 
ities’ loans accounted for 4.2 per cent., 
and “financial companies” (including 
foreign banks) took 4.9 per cent. The 
total number of borrowers amounted to 
200,744. Of these, some 176,963, or 
88.3 per cent., had borrowed less than 
£1000 each, and the average loan was 
only £774. 


WESTMINSTER BANK LIMITED. At the 
annual ordinary meeting, January 29, 
the chairman, Hon. Rupert E. Beckett, 
reported that during the year deposits 
had increased by £17 million, and that 
in the present abnormal times such in- 
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crease adds to the difficulty of profitable 
employment. The balance of profit for 
the year was £1,402,655, less by £122,- 
224 than for the preceding year. Divi- 
dends were maintained at the same rate 
as before, and two special distributions 
were made to mark the bank’s centenary 
year. 


WiLuiAMs DEACON’s BANK LIMITED. 
Thomas Frederick Tattersall has been 
appointed deputy chairman of Wil- 
liams Deacon’s Bank Limited, in suc- 
cession to the late Benjamin George 
Wood. 

J. M. Thomson, deputy manager of 
the Royal Bank of Scotland, London 
City office, has been appointed joint as- 
sistant general manager of the bank 
with W. C. McGrath. 


—@)— 


OUTLOOK OF REAL ESTATE 
FOR 1936 


WHAT was the course of real estate in 
1935? What is its outlook as the new 
year opens? 

For the first time there were gath- 
ered in 1935 quantitative data week by 
week through the year from more than 
25 major cities scattered from coast to 
coast on five key phases of the real es- 
tate trend, viz.: (1) sales; (2) rents; 
(3) new residential units built; (4) 
building material prices; (5) amount of 
new mortgage financing. 

The data were compiled for the Na- 
tional Association of Real Estate Boards. 
Not only were figures reported week 
by week for the current year, but they 
were dug out of the records going back 
to January, 1926. 

The data, compiled for the association 
by Real Estate Analysts, Inc., St. Louis, 
show: 


1. Sales are now 52.2 per cent. of 
their 1926 level, as against 46.1 per cent. 
a year ago. Voluntary transfers are 
taking place at a rate higher than at any 


time since the depression became severe, 
The rate has risen steadily since the 
bank holiday. 


2. With vacancies rapidly disappear. 
ing, rents for single family accommoda 
tions are at 78.5 per cent. of the 1926 
level, as against 65 per cent. a year ago, 
Rents for apartments are still at 58 
per cent. of the 1926 level but have risen 
from 50.9 per cent. of that level as of 
a year ago. 


3. Building material prices are now 
at 86.1 per cent. of the 1926 level, a 
rise from 85 per cent. a year ago. Ma 
terial prices went up sharply in 1933, 
and have maintained the increase. 


4. Rate of new residential building 
has accelerated during the year. We 
have not attained volume. New family 
accommodations built are now at 21.6 
per cent. of the 1926 total as against 
8.7 per cent. a year ago. 


5. Volume of new mortgage financing 
began to go up last spring. It is now 
31.3 per cent. of the 1926 volume. No 
table fact here is that the gain is being 
made without any outpouring of HOLC 
money, a $3 billion factor over the im 
mediately previous period. 


The degree to which we are approach 
ing the recovery point where new con 
struction may be expected in volume is 
indicated by the degree to which build: 
ing income levels have risen in compari 
son with building costs, the real estate 
research consultants point out. 

New construction can be expected in 
volume only when it becomes evident to 
the average investor that earnings on 
new building (as measured by rent re’ 
turns on existing structures) definitely 
exceed the then cost of construction, ex 
perience indicates. 

Meantime any delay in new construc 
tion, which would be occasioned by any 
rise in construction costs, will increase 
the demand for space in existing build: 
ings, and tend inevitably to increase real 
estate sales prices, they add. 
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Current Conditions in Canada 


of Canada reflect a continuation 

of the improvement heretofore 
noted in these pages. There is a marked 
increase in trade, activity in the ex- 
portation of wheat, a gain in car load- 
ings and in the use of electric power, 
better corporation earnings, and activ- 
ity in the stock market. In fact, de- 
spite severe weather, practically every 
indication points to increasing business 
and added prosperity throughout the 
Dominion. It is estimated by the Bank 
of Nova Scotia that complete returns of 
the national income for 1935 will show 
a gain of some $200 millions, or about 
6 per cent. 

The Canadian Bank of Commerce 
notes that construction contracts in 
January of this year were more than 
double those of the preceding month and 
one-third larger than for the first month 


[= advices from the Dominion 


of 1935. It also reports that the news- 
print mills are now entering their 
busiest season, and that the lumber in- 
dustry has operated under favorable cli- 
matic conditions. From its statistical 
summary it is learned that merchandise 
imports in 1935 were of the value of 
$550,314,551, compared with $513, 
469,497 in 1934, and that merchandise 
exports were of the value of $729,293,- 
880, in 1935 as against $653,312,228 
in 1934 


*x* * * 


The Business Summary of the Bank 
of Montreal in discussing the opening 
of Parliament and legislation says: 

The present month has seen the open- 
ing of Parliament with a new govern- 
ment in power having the largest ma- 
jority in the house of any government 
since Confederation. In the speech from 
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the throne, the most important legisla- 
tion immediately affecting trade and 
commerce that is foreshadowed will put 
into effect substantial modifications in 
the customs tariff, through ratification 
of the trade agreements already arranged 
with the United States and other coun- 
tries. 


It was also announced that Parlia- 
ment will be asked “to make such 
changes in the ownership and control of 
the Bank of Canada as may be necessary 
to give to the government a predomi- 
nant interest in the ownership as well 
as effective control of the bank.” For 
the rest, there has so far been nothing 
to indicate that any particularly radical 
or disturbing innovations are included 
in the government program, the impres- 
sion gained being that constructive 
measures are under way in respect to 
growing debts and increasing taxation, 
regarding which government leaders in 
the house have voiced keen concern. 


* * * 


There is in manufacturing circles and 
particularly in the textile industry con- 
siderable anxiety about the effects of 
tariff changes which the government has 
already made and which it is understood 
to be contemplating. The inquiry into 
the operations of the textile industry, 
which Mr. Justice Turgeon is to con- 
duct, opens in February, and the 
rayon manufacturers express confidence 
that they will be able to demonstrate 
their inability to meet Japanese compe- 
tition under the new tariff arrange- 
ments. 


Meanwhile, a drive has also been 
launched in Britain for a revision of the 
Anglo-Canadian fiscal agreement in or- 
der to open a larger share of the Cana- 
dian market to British interests. It is 
accompanied by a demand on the part 
of the British Federation of Industries 
that Canadian manufactured goods 
should cease to receive free preferential 
access to the British market. 


Negotiations are also in progress with 
the Belgian government for a modifica- 
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tion of the present trade arrangements, 
but here again the demand is being 
pushed for better terms for Belgian 
manufactured goods in return for Bel- 
gian concessions to Canadian wheat and 
other exports. 


—@)— 


CANADA AND THE UNITED 
STATES 


THE January 18 issue of The Economist 
(London) contains an extensive special 
review of conditions in the Dominion 
of Canada, and what it says regarding 
the relations existing between the Do- 
minion ‘and the United States will be 
found interesting to both countries. The 
special subject under discussion, in the 
extract quoted, was the reciprocal trade 
treaty recently concluded between 
Canada and the United States. 


“The background of Canadian and 
United States economic relations,” it is 
said, “is uniquely favorable to any kind 
of treaty. The total trade between the 
two countries, even at its lowest point, 
was considerably larger than that be- 
tween any other two countries; United 
States investments in Canada which are 
paying current interest are more than 
total United States foreign investments 
paying interest in the rest of the world; 
while Canadian investments in the 
United States are proportionately even 
larger, and make Canada one of the 
half-dozen largest capital lenders in the 
world. 

“Roughly one-quarter of Canadian 
manufacturing industry is owned and 
controlled by, and is an integral part 
of, the parent industry across the bor 
der. International trade unions, pat’ 
ticularly in the railways, and_ similar 
standards of living tend to put labor on 
an approximately equal footing in the 
two countries. The annual flow of tour 
ist traffic across the border is unparal- 
leled in numbers, and is but another ex’ 
ample of the close and very extensive 
economic contacts which have developed 
between Canada and the United States. 
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The Growth of Public Relations 


ing—ahem—will be found on the 

front cover of the Financial Ad- 
vertisers Association bulletin for Febru- 
ary, 1936. The passage entitled “Who 
Is Going to Tell Them?” says: 

“This great mass of the public; these 
120,000,000 people; they really know 
so very little about banking. And there 
is so much to learn—in their own in- 
terest. 

“They have that little knowledge 
which is a dangerous thing. They hear 
the lure to ‘the more abundant life’ with- 
out realizing that it is really an appeal 
to the moribund-in-life. They do not 
realize how banks and banking affect 
their everyday lives whether they are 
depositors or not. They do not under- 
stand that financial institutions are really 
the servants and not the masters of their 
welfare. 

“Even many of the teachers in our 
schools do not know the ‘why’ and 
‘how’ of the American banking system. 
What are they teaching the children 
who will be the guardians of the next 
generation? 

“Who is going to tell the people the 
facts? No one—unless the bankers do 
it through advertising and good public 
relations.” 

Thus endeth the reading of the lesson. 
There’s the problem. There’s the ques- 


tion. And what's going to be the an- 
swer? 


[ins text of our lesson this morn- 


The answer is partly in evidence. 
Many individual banks have adopted 
sound public relations programs that 
have achieved, as well as individual effort 
is able to achieve, the desired objective. 

any others have tried but, lacking in 
full confidence that the job was worth 
doing right or, lacking in the technical 


knowledge required to maintain ade- 
quate public relations efforts, these many 
have but looked in the right direction. 

The trouble with most individual ef- 
fort is that it isn’t broad enough. It is 
necessary in order to make individual 
service more widely available. One 
school of thought believes that individual 
effort, through sheer force of addition, 
will tell the people the facts on a wide 
scale. Another school of thought (ex- 
emplified by Robin E. Doan’s article 
published in this issue) believes that co- 
operative action on a nation-wide scale 
is essential. 

The trend seems to be towards co- 
operative action of a state-wide nature. 
This, of itself, leads to the conclusion 
that state banking associations have 
found that customer relations can be 
better handled by groups than by in- 
dividual banks. 

Newly added to the list of state as- 
sociations sponsoring such action is the 
New Jersey Bankers Association. As 
in other states this educational and busi- 
ness development campaign has for its 
basis the FAA-ABA handbook “Bank- 
ing Relations from the Customers’ Stand- 
point.” 

The objectives of this co-operative 
program, as outlined in a bulletin dis- 
tributed by the association to its mem- 
bers are: (1) To strengthen the posi- 
tion and influenee of your bank. (2) 
To increase your present average bal- 
ances and secure new deposits in profit- 
able classifications. (3) To stimulate 
applications for loans. (4) To inform 
customers of their part in good bank- 
ing. (5) To explain the functions and 
advantages of our system of well- 
managed banks. (6) To promote wide- 
spread understanding of banking and 
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sound banking practice. (7) To obtain 
more complete co-operation from your 
customers. (8) To lower the cost of 
constructive advertising by each mem- 
ber and multiply its power through co- 
operative effort. 

Of course, the application of this pro- 
gram to the individual members of the 
association is fairly flexible. In addition 
to the “Master Book” there are news- 
paper advertisements, folders for mail- 
ing pieces, statement inserts, posters and 
enlargements for lobby or window dis- 
plays. These can be ordered in any 
desired combinations. 


Now, here is a well-integrated, co- 
hesive effort supplementing individual 
bank advertising. Just because member 
banks subscribe to this plan doesn’t pre- 
vent them from going ahead with their 
own merchandising efforts on trust serv- 
ices or checking accounts. 

Note again the objects of this co- 
operative program. It is a unified at- 
tempt to influence great numbers of 
This attempt 


people in a certain area. 
has been carefully prepared by financial 


public relations experts. It represents 
the labor of technically trained minds. 
For any one bank to evolve such a pro- 
gram would cost prohibitively in mind- 
power and mechanical reproduction. 
For a group of banks the cost is prob- 
ably no greater than an average bank's 
expenditure on “institutional” advertis- 
ing. 

Furthermore, there is a power in hav- 
ing many people doing the same thing 
at the same time. There is an advantage 
in telling the same story to people over 
a wide area. Perhaps the influence of 
mass psychology has never been ac- 
curately measured. But an orator can 
build up a following largely by getting 
his listeners thinking the same things at 
the same time. How else does he do it? 
Perhaps messages via the printed page 
may also apply the little-known prin- 
ciples of mass psychology. It is an in- 
teresting thought in any event. A more 
practical view would be that community 
neighbors, if their discussions relate to 
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banking, may have common grounds for 
such discussion. 

The school of thought that seeks to 

educate the public solely through the 
efforts of individual banks is apt to 
neglect the sad reality that individual 
effort towards a broad objective almost 
always falls short of the mark. In an 
army each squad of soldiers may be 
eager to penetrate enemy lines and 
capture an enemy strongpoint. But if 
each squad went about this business in- 
dependently it is fairly obvious that, 
despite consummate bravery, the results 
would be disastrous. It requires a plan 
—a directing intelligence capable of 
visualizing the broad phases of the de- 
sired objective—so that each acting unit 
may work in conjunction with other 
units. 
The movement towards state-wide co 
operative educational programs seem to 
be gaining momentum. Perhaps this is 
due to the excellent record hung up by 
other states which have tried this sort 
of thing and proved its worth. The 
point under scrutiny just now is: If 
local banks striving individually to in 
culcate banking principles into the 
thinking of their own community have 
fallen sufficiently short of their task so 
that state-wide co-operative effort proves 
more efficient, will not the time come 
when even state-wide co-operative effort 
will also fall short of the mark, making 
nation-wide programs inevitable? Or, 
to put it another way: Individual banks 
can better present their own person 
ality—their own services—than can any’ 
one else. Over certain areas, groups of 
banks working co-operatively can better 
present banking principles—‘banking 
relations from the customers’ stand’ 
point’—than can an individual bank. 
Over the entire country, perhaps all 
banks, united, might do a better job of 
presenting facts to the public (or im 
unveiling the falseness of many so-called 
facts) than can any individual bank or 
scattered groups of banks. 

This is not an original conception. 
But it is passed along as being well 
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worth considering. If someone asked 
you, quickly, to refute the observation 
that 2 per cent. of the people have 80 
per cent. (or is it 90—or 100 per cent.) 
of the wealth would you have the an- 
swer right handy? Or would it be 


easier to call attention to the latest pro- 
nouncement sponsored by all United 
States banks which, simply and dra- 
matically, blew that particular bit of 
nonsense into small and very discouraged 
pieces? 


Bank Advertising at Work 


A NEW campaign bursts from the First 
National Bank, Atlanta, Ga., identified 
by the running head “Banking and Pub- 
lic Welfare.” The first of this series, 
appearing in Atlanta daily newspapers 
during February, introduces this subject. 
Topics discussed by subsequent adver- 
tisements impart the flavor of the 
campaign: “Taxes,” “Making Money 
Work,” and “Loans, Small and Large.” 
The one on taxes has a new slant. Here’s 
the copy: 


Every dollar paid by one taxpayer holds 
down the burden of every other taxpayer 
and helps maintain necessary public services. 

During the past year the First National 
Bank of Atlanta paid city, county, state and 
Federal taxes totaling $218,168.42. In ad- 
dition, over 300 of its officers and employes, 
most of whom derive their sole income from 
the bank, pay substantial taxes yearly. 


* * & 


Members of the savings division of 
the Financial Advertisers Association 
have prepared a traveling exhibit of sav- 
ings advertising which is available for 
state and national conventions. This 
exhibit consists of a set of six panels ap- 
proximately six feet by three feet. Any 
banker-meeting interested in seeing the 
latest and best examples of up-to-the- 
minute savings advertising can com- 
mand this set for exhibition by writing 
to FAA headquarters in Chicago, or to 
John J. McCann, Jr., advertising man- 
ager of the National Savings Bank of 
the City of Albany, N. Y. How’s this 


for civic-mindedness? 
* * * 


_ Blotters are generally suspected of be- 
ing purely utilitarian instruments. Now 
and again blotters appear with maidenly 
advertising messages on their more se- 


date side. But now comes a series of 
blotters whose advertising is so interest- 
ing that recipients take the trouble to 
write the bank if they think that their 
“next” blotter has not reached them 
promptly. The first blotter advertise- 
ment in this series related how a reso- 
lution was passed one day in December, 
1809, in the Merchants Coffee House 
and Exchange (Philadelphia, Pa.) to 
form the first American corporation for 
insurance on lives and granting annui- 
ties. “Thus was The Pennsylvania 
Company conceived.” The bank was 
chartered on March 10, 1812 (second 
in the series); its first president was 
Joseph Ball (third; remember your his- 
tory); then the war of 1812 (fourth); 
Samuel Hodgdon, Quartermaster Gen- 
eral under George Washington, was ap- 
pointed president of the bank in 1813 
(fifth); the sixth in the series relates 
the story of how the bank’s first adver- 
tisement—in 1814—was occasioned by 
Thomas Jefferson. So successful was 
this first blotter series that another fol- 
lowed it—the first telling of the bank’s 
initial dividend in 1815 (to be followed 
by uninterrupted dividends during one 
hundred and twenty-one years). Other 
stories of history and the part the bank 
played in the making of it carried the 
series forward. Graphic sketches played 
an important part in the attractiveness 
of each of these blotter advertisements. 
The two sequences were collected in a 
folder for further distribution. 
* * * 

Ingenuity and imagination play im- 
portant parts in keeping bank copy 
fresh and alive. Here’s a quick tying-in 
with the popular fancy from The Citi- 
zens-National Bank and Trust Com- 
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pany, Englewood, N. J. Says the head- 
ing: “Take a Tip from ‘Monopoly.’ ” 
Says the copy: 

In many homes and apartments of Engle- 
wood tonight the game “Monopoly” which 
has a current rage will be played. Luck 
plays a part as it does in the game of life, 
but certain fundamental principles of business 
play a part, too. 

In this game you must have a reserve fund 
large enough to carry you by the worst spot 
you might land on, or your downfall begins, 
and you have to build up again painfully 
and slowly. 

Apply this principle in your own life. 
Why not? And deposit in Bergen County's 
oldest national bank. 


* * * 


The “continued-story” principle is 
being applied by the Harvard Trust 
Company, Cambridge, Mass., in a new 
series of folders telling of “My Experi- 
ence as Executor.” ‘The first folder ex- 


plains that “Upon completing his duties 
as executor of the modest estate of his 
late partner, a Cambridge business man 
relates the experiences he went through. 
His story is so interesting the Harvard 


Trust Company is publishing it in 
serial form, of which this is the first 
chapter.” And. indeed the story is in- 
teresting. Told in simple, human lan- 
guage, it is able to touch upon this poor 
man’s bewilderment and mental anguish 
much more effectively than the more 
usual objective writing can dare do 
without antagonism. We're interested 
in seeing the second of this series and 
strongly suspect that other recipients of 
the first installment are equally inter- 
ested in the forthcoming issues. 


* * * 


Taking a leaf from the diary of the 
famous Samuel Pepys, The Union and 
New Haven Trust Company, New 
Haven, Conn., is issuing an eight-page 
Journal which takes the public “behind 
the scenes” in banking and interprets 
the day-by-day activities of the trust 
company in terms which anyone can 
understand. A feature of this “Pepys 
diary of banking” is the inclusion of 
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specific figures each week on loans made, 
In similar vein statistics are given on 
the handling of trust accounts, the pur- 
chase and sales of securities for trust 
accounts and the amount of funds held 
in trust. 

The first item in the Journal calls the 
attention of customers to a new ruling 
by the Federal Reserve Board affecting 
the savings accounts of corporations, as 
sociations and partnerships organized 
for profit. Another paragraph shows 
how the bank’s officers, meeting on a sys- 
tematic schedule each morning before 
the bank opens, prepare for the day's 
work. 

Improved business conditions are re- 
flected in an entry pointing out that the 
number of items posted in the trust de- 
partment on January 2, in connection 
with the collection of semi-annual in- 
come, was 23 per cent. higher this year 
than a year ago. It was also disclosed 
that in 1935 a marked improvement oc’ 
curred in the real estate field. 


* * * 


The Cleveland Trust Company 
photographically illustrates a smiling lad 
—diagonally from the photograph is a 
pen and ink sketch of the same lad, not 
so smiling, and completely befuddled by 
the papers on his father’s desk. The 
heading: “Is This Your Son?” The 
copy: 

You wouldn't expect him now to step into 
your shoes and manage your business and 
personal affairs. 

Arrange to give him (and yourself) the 
help of the group judgment and experience 
of a trust company of proved competence. 


Our trust officers will be glad to discuss such 
an arrangement with you and your attorney. 


Another ad in this series asks “Is 
This Your Wife?” with the photograph 
of a charming lady contrasted to a pen 
and ink sketch of the lady trying to 
repair an automobile engine—the copy 
pointing out that you wouldn't expect 
your wife to grind valves—why expect 
her, then, to handle details of making 
investments and managing property? 





ADVERTISING AND PUBLIC RELATIONS 


QUICK GLIMPSES 


Tue second of The New York Trust 
Company's series tells about “Housing 
in Great Britain”; the advertisement be- 
ing a condensation of an article on this 
same subject in The Index, published 
each month by the bank... . From 
down in Rock Hill, S. C., comes a 
timely ad by the Peoples National Bank, 
the subject of which is the bonus money, 
and the object of which is to suggest 
that it might be a good idea for the 
veterans’ associations to sponsor the 
cause of home ownership via this 
money. . . . The Merchandise Bank & 
Trust Company (Chicago) publishes its 
statement under the caption “The Most 
Complete Bank Statement in America”; 
the statement certainly tells more than 
the law requires—all figures in the re- 
port being certified by a public ac- 
countant—a complete list of securities 
held is included and this list is certified 
by the Standard Statistics Company... . 

A very British six-page folder comes 
from the District Bank Limited with 
head offices in Manchester, inviting 
Englishmen to “Appoint the District 
Bank Your Executor.” . . . The Chest 
is a little magazine published by the 
Bowery Savings Bank, and in a lead 
article by its editor, U. C. LeGost, en- 
titled “Chest Expansion,” comes this un- 
derstanding: “Ill and unable to make 
an appearance for almost two years, 
The Chest has come back more hale and 
hearty than ever before’”—well, welcome 
to the ranks, and here’s hoping there’s 
no more pneumonia. . . . “The History 
of Beginnings,” sequence stemming from 
The Broad Street National Bank of 
Trenton, continues its unusual series by 
explaining such believe-it-or-not items 
as the origination of the expression 
“Looking Daggers,” or “When in Rome 
Do as the Romans Do,” or “Loosen 
Up”; and points all of these interesting, 
well illustrated stories, right down to 
various phases of bank operations. . . . 
A good loan stimulator is being used by 
the Fidelity Union Trust Company 
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(Newark, N. J.) in the form of an 
envelope stuffer which accompanies divi- 
dend checks sent to Fidelity sharehold- 
ers—the stuffer calls attention to the 
various loan facilities offered by the bank 
and invites their usage. . . . “People 
Like This Bank” says The American Na- 
tional Bank in Nashville, Tenn., and a 
little story in figyres proves the asser- 
tion—the figures indicating the deposit 
growth (over three hundred thousand 
in 1883 to over forty-seven million in 
1935) as compared with Nashville 


.population and the average per capita 


wealth of these deposits through the 
years. .. . “Your own solicitor will be 
employed to carry out any legal work 
in connection with your estate”’—thus 
ends the copy of a smart little booklet 
from the head office, in London, of the 
Midland Bank Executor and Trustee 
Company Limited. If anyone 
would like a good explanatory talk on 
“The Public and the Banks” as it is 
done in Canada, the one by James Muir, 
general inspector of The Royal Bank of 
Canada before the Advertising Club of 
Montreal, is weil worth the reading. 


FAA MID-YEAR CONFERENCE 


THE Annual Mid-Year Conference of 
officers and directors of the Financial 
Advertisers Association was held at the 
Waldorf-Astoria Hotel, New York City, 
February 9-10. 


A meeting of the extension commit- 
tee was held February 8-9 and the com- 
mittee’s recommendations were presented 
to the board. This committee, serving 
as a steering committee for the associa- 
tion, is headed by Henry C. Ochs, vice- 
president of the Winters National Bank 
and Trust Company, Dayton, Ohio. The 
committee recommended activities for 
the association to undertake in the field 
of financial selling, advertising, pub- 
licity, and public and customer relations. 
Robert W. Sparks, vice-president of the 
Bowery Savings Bank, New York, is 
president of the association and presided 
at the board meeting. Preston E. Reed, 
of Chicago, is executive secretary. 
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BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


Bank Management 


q “Deposit insurance is no substitute for 
good banking; and it is not possible for 
supervision, even of the best quality, to 
take the place of sound management,” 
comments §. Sloan Colt, president of 
the Bankers Trust Company of New 
York, in his report to stockholders. “In 
the last analysis,” he added, “the man- 
agement of the individual bank must 
be responsible for maintaining proper 
standards. This question is of growing 
importance to the welfare of American 
economic life. Without a strong bank- 
ing system, not only the stability of 
business, but also that of the Govern- 
ment itself, is affected. Bankers in the 
various parts of the country have be- 
come more and more interested in these 
questions and are carrying forward 
careful studies of banking structure and 
policy. Valuable work is being done 
by the American Institute of Banking, 
the Reserve City Bankers Association 
and the American Bankers Association.” 


@ Twenty-six ways by which the small 
bank can increase its income have been 
pointed out by Haynes McFadden, pub- 
lisher of The Southern Banker. 


A. Internal Management 


Study to cut costs of operation, to adopt 
new methods and systems that will 
handle the present voitume of business 
at a smaller cost, or to handle an in- 
creased volume at the same cost. 


B. Enforcing a fair charge for every service 
performed—service charges on: 

Unprofitable adcounts. 

Checks drawn against insufficient funds. 

Overdue notes. 

Small loans. 

For overprinting checks. 

Exchange on out-of-town checks. 

Fee for cashier's checks. 

Limitation of interest on time and sav- 

ings deposits. 

Require statements from borrowers. 
Exchange credit information between 

banks. 

Ascertain by analysis what operations 

are entailing a loss. 
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Control donations and subscriptions. 
Regulate size and frequency of bank 
advertisements. 

Adopt approved methods for protection 
against criminal attacks. 

Effect economies in the purchase of sup- 
plies. 

Establish uniform charge for purchase 
of securities for customers. 
Enforce uniform charge for 
credit reports. 

Make uniform charges for collection of 
notes and other non-cash items. 

Make a uniform charge for receiving 
and remitting tax payments. 

Make a uniform charge for completing 
and forwarding automobile license ap- 
plications, hunting license applications 
and similar services. 

Enforce a uniform fee for notarial serv 
ice. 

Enforce a standard charge for making 
out income tax reports. 

Make a standard charge for issuing 
travelers’ checks. 

Adopt a minimum fee for the custody 
of wills. 

Adopt a uniform rate for the collection 
of rent or rent notes. 


making 


Banking Law 


Qt is a problem of no mean impor 
tance to master banking law as it is 
today or may be tomorrow, in the 
opinion of O. Howard Wolfe, cashier 
of the Philadelphia National Bank. He 
suggested to bankers that they refer to 
their own Federal Reserve bank their 
questions concerning regulations in 
which they were in doubt. “But I 
would further suggest,” he added, “that 
you try to understand these regulations 
and do not ask questions solely for the 
purpose of disputing instructions with 
which you may not be in full accord. 
Read them carefully, and then act in 
good faith, and I feel sure that that is 
all that will be expected of you.” 


q Any rate of interest which is agreed 
upon by lender and borrower has been 
declared lawful in Colorado. The de 
cision was the result of a suit brought 
against a loan company in which the 
interest rate was considered exorbitant. 
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To bankers in the state, operating a 
personal loan department, this decision 
is of importance. Interest rates charged 
upon personal loans which are of a dis- 
count plan, repaid monthly, have caused 
some worry on the part of bankers as 
to their legality. This ruling, however, 
would tend to make the charges legal. 


@The state of Connecticut has begun 
a survey of the laws and functions of 
both the insurance and the banking de- 
partments of the state. 


q“Public records at the county clerk’s 
office show that a surprising number of 
Roane countians die intestate, that is, 
without having made a valid will. Ap- 
parentiy unwilling to face the uncer- 
tainty of life and the inevitability of 
death, they put off drawing up their 
last will and testament until it is too 
late. Only in a few isolated cases would 
the deceased have preferred to let the 
law take its course in the division of 
worldly goods. Any adult with any 
amount of property should make a will 
unless it is expressly desired that such 
property be disposed of according to 
law. It doesn’t take more than a half- 
hour to draw up a good will and there 
should be no hesitancy in performing 
this very sensible and logical duty.” 

This item is from a Virginia news- 
paper, reprinted in the bulletin of the 
Virginia Bankers Association. Business 
must not be taken away from lawyers, 
but doesn’t such a condition open a field 
for co-operation between the banks and 
the lawyers? These records are doubt- 
less representative of other sections. 


(Speaking of co-operation between the 
lawyers and the banks, the Cleveland 
Trust Company and the committee on 
unauthorized practice of law of the 
Cuyahoga County Bar Association have 
come to an agreement on drafting es- 
crows. The Cleveland Trust Company 
insisted upon its right to discuss with 
buyer and seller and to draft provisions 
of escrow agreements in transactions 
Where that bank has or is making a loan 
and, secondly, reserved the right to draft 


escrow agreements in instances where 
the bank is selling real estate owned by 
it. These were agreed upon. 

The bank agreed not to prepare or 
advise in preparing escrow instructions 
in any other realty transactions except- 
ing where necessary to protect its rights 
and liabilities when acting as escrow 
agent. But it retained the right to re- 
ceive and receipt for moneys and docu- 
ments and to state in such receipts that 
they are to be used in accord with a 
stated agreement between parties to the 
real estate deal. 


q An advisory ruling, given the head of 
the Colorado Sales Tax Division, de- 
clared national banks to be exempt from 
paying the sales tax on supplies for the 
direct use of the institution. This rul- 
ing follows a similar one given in Mis- 
souri. It is not believed, however, that 
the banks of the state will take advan- 
tage of the exemption; for, through the 
secretary of the Colorado Bankers Asso- 
ciation, it was made known that bank- 
ers in Colorado feel the sales tax to be 
the most just of all taxes and they do 
not feel they should attempt to evade it. 


Committing the Crime 


@ Shortly before closing time a bandit 
walked into a branch of a Los Angeles 
bank, brandishing a revolver, and handed 
the manager a paper bag instructing 
him to “put some dough in it and 
hurry.” Two customers and two tellers 
were backed into a corner, and the man- 
ager wisely obeyed by placing $1200 in 
the bag. 


q We wrote “wisely” in the above para- 
graph, because this item concerns the 
death of a 25-year-old teller, shot by 
one of three bandits who held up a 
branch of a Canadian bank in Van- 
couver, B. C. They escaped with $1200. 
You can be more of a help in tracking 
down bank robbers if you are alive than 
if you are dead. 


q After a running gun fire with the 
cashier two men escaped with over 
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$1000 after robbing a Tennessee bank. 
This story has a quaint turn to it—the 
bandits returned a part of the loot on 
the cashier's plea that all the bank’s cash 
was not insured. This, too, bears out 
our suggestion that a live cashier or 
teller can do more good than a dead 
one. 


4 A summary of crimes against banks 
for 1935 shows that there were 206 
holdup attacks and 74 burglaries. Ad- 
mitted losses in holdups amounted to 
$691,493. Loss by burglary plus the 
damages to vaults and buildings in ad- 
dition to monetary loss amounted to 
$91,637. These facts are greatly con- 
densed from a report by the O. B. Mc- 
Clintock Company. 


q Two men who held up a suburban 
branch bank, near Los Angeles, were 
killed by the deadly fire. of expert 
marksmen. Their crime was rather im- 
perfectly planned from their point-of- 
view, as the attempted holdup was 
within a block of a police pistol range. 
A reporter for a newspaper was talk- 
ing over the telephone with a young 
lady teller in the bank when the men 
entered. She screamed, “It’s a holdup!”, 
and as this was heard on the other end 
the reporter (also a young woman) 
called the- police and then the pistol 
range. A third bandit was captured, 
and an officer of the bank wounded in 
the wild gun fire. 


Preventing the Crime 


@ Twenty years, twenty-four hours af- 
ter a bank robbery was committed, was 
the sentence given a 20-year-old youth 
in Indiana recently. The money which 
he obtained from the holdup, around 
$1800, was all recovered. 


@ The newly-appointed superintendent 
of police of Philadelphia has ordered the 
six lieutenants in charge of detective di- 
visions to make weekly reports after 
banking hours on Fridays. Any other 
member of the force having business in 
the city hall must also put it off until 


then, if it is not urgent. The superin- 
tendent believes that this order will give 
the local banks as much protection as 
possible during banking hours, when 
holdup men are most active. 


q The American Bank Note Company, 
making currency for many foreign na- 
tions, employs an expert counterfeiter to 
copy its product. When his duplica- 
tions become too deceptive that’s the 
signal for the company to make its bank 
notes more complicated. 


q A Nebraska bank that had $3000 of 
insurance coverage was robbed recently, 
but the bandits could get their hands 
on only $375, the bank’s funds above 
that sum being protected by the night 
timer all day. This exposure was weil 
within the fifteen per cent. allowable on 
counters. The Nebraska Bankers Asso 
ciation bulletin says that after conver’ 
sations with bankers they believe that 
at least seven out of ten could reduce 
their counter exposure still further if 
they really went to it. It would pay 
bankers to do so, because the result 
would be reduced premium rates for 
robbery coverage. 


G To close the bank immediately after 
a robbery, and request that a fingerprint 
expert be sent from the police depart- 
ment has been urged by the secretary of 
the Kentucky Bankers Association. 


qSt. Louis banks, heeding police de 
partment advice that signatures may be 
duplicated by clever forgers who obtain 
specimens from white or tinted blotters, 
have purchased black blotters for use 
by customers. The writing transferred 
to the dark material does not show, 38 
in the case of lighter colored blotters. 


The Secret Service of the U. S. Treas 
ury made 3858 arrests during 1935, ac 
cording to its report. Counterfeit coins 
and notes bearing a face value of $l, 
342,800 were confiscated. Counterfeit 
currency to a total of $353,407 and coins 
to the amount of $4593, were seized 
before entering into circulation. 
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QA bill before the New Jersey legisla- 
ture secks to require banks to report to 
police the serial numbers of bills deliv- 
ered weekly to employers for payroll 
purposes. The State Association of 
Police Chiefs are supporting it, but 
there are differences of opinion among 
bankers. One banker declares that the 
idea is impractical, as the cost of list- 
ing the numbers of so many bills would 
be prohibitive; yet another bank presi- 
dent admitted the plan entailed expense, 
but felt that part of it could be worked 
out after the plan was in operation. 


q Bulletins on crime are broadcast daily 
in North Dakota, in an effort to catch 
criminals. The bankers’ association of 
the state has distributed to banks blank 
forms on which to report robberies, 
forgeries, etc., in detail. The forms are 
very thorough, requiring such data as 
license number of car, color of hair, 
scars, height, color, weight. In violent 
crimes, the bankers are asked to tele- 
phone the information. 


Seven states and the District of Co- 
lumbia are reported by the O. B. Mc- 
Clintock Company to have had no bank 
crimes in 1935. These are Maine, New 
Hampshire, Vermont, Rhode Island, Ne- 
vada, Wyoming and Colorado. 


q As losses from bank robbery in New 
Mexico have never been large, and no 
losses were sustained during the years 
1934 and 1935, the bankers’ association 
of the state expects to consider the sub- 
ject of lower insurance coverage at their 
next convention. 


q “Bank robbery persists as a problem 
chiefly because of carelessness and lack 
of protection, and overloading mes- 
sengers with excessive funds or secu- 
tities, inadequate guards, or too much 
regularity in time or route traveled,” 
said David M. Auch, secretary of the 
Ohio Bankers Association before the 
banking service conference at .Philadel- 
phia. “A well-rounded program for 
Protection against banditry should start 
with the strongest mechanical safe- 


guards. .. . The A.B.A. has prepared 
an inspection report to assist banks in 
the inspection of their premises and 
methods, and detect and eliminate haz- 
ards which may facilitate burglary, rob- 
bery or sneak theft.” 


Anniversaries 


q Harold H. Rockwell, a vice-president 
of the Northern Trust Company of 
Chicago, celebrated his forty-fifth year 
with that institution in January. 


@ The Huntington National Bank of 
Columbus, Ohio, has just completed 
seventy years in business. The bank 
marked its anniversary by reproducing 
in the daily papers its first advertise- 
ment. 


@ The fifteenth anniversary of the 
Pennsylvania Exchange Bank of New 
York was celebrated in January. 


G John V. B. Thayer, a vice-president 
of the Central Hanover Bank and Trust 
Company of New York, celebrated in 
January a double anniversary: his 84th 
birthday, and his 64th of continuous 
service in the same bank. 


G A vice-president of the Riggs Na- 
tional Bank, Washington, D. C., Wil- 
liam J. Flather, has just completed 59 
years with that bank. During his most 
active years he was considered one of 
the city’s leading experts on bank credit. 


G The National City Bank of Denver, 
Colorado, is celebrating its 25th anni- 
versary this year. In the entire period 
this bank has had only one management, 
and it is now the only bank in Denver 
still headed by its founders. 


@ Of still greater age is the Bank of 
Maysville (in Kentucky), which has 
celebrated its 100th anniversary this 
year. It is the oldest bank in the state. 
During the Civil War, Colonel Pete 
Everett, of Morgan’s brigade of the 
Southern Confederacy, made a raiding 
visit to Maysville, which necessitated 
the closing of the bank, loading of the 
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cash and securities into a wagon, and 
their removal under guard to Hillsboro, 
Ohio, where they were kept until the 
Colonel left town. The bank has been 
open every business day before and since 
that ‘raid. 


q A 50th anniversary has been observed 
by the Merchants National Bank and 
Trust Company of Vicksburg, Missis- 
sippi. This bank, too, has given unin- 
terrupted service during that period of 
years. 


New Presidents 


q There have been the usual large num- 
ber of changes in the personnel of banks 
throughout the country as a result of 
the annual meetings of directors and 
stockholders held at the beginning of 
the new year, and we regret that we are 
not able to publish all of the changes 
and promotions that mean a great deal 
to the individuals, and to their interested 
friends. 

Since some selection must be made, 
we have decided to give some of those 
banks that have elected new presidents. 
This often means that the entire official 
staff has been “moved up” because of 
seniority or peculiar fitness and training 
for the position just ahead. So we take 
this opportunity to congratulate every- 
one who has gone a step ahead this year, 
whether by actual change of title or by 
additional responsibility. 

Thomas A. Dines (previously vice- 
president) is the new president of the 
United States National Bank of Denver, 
Colorado. 

W. A, Sawtell (formerly executive 
vice-president) is now president of the 
Stockyards National Bank of Omaha, 
Nebraska. 

B. D. McLean (former executive vice- 
president) is the new president of the 
Fourth National Bank of Wichita, 
Kansas. 

Victor Holden (formerly executive 
vice-president) is now president of the 
Buffalo Industrial Bank of Buffalo, New 
York. 
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H. O. Carpenter (vice-president) js 
now president of the Killington Na- 
tional Bank of Rutland, Vermont. 

G. Burton Hibbert is the newly 
elected president of the Rhode Island 
Hospital Trust Company and the Rhode 
Island Hospital National Bank of Provi- 
dence. 

John T. Rohr is now president of 
the Toledo Trust Company of Toledo, 
Ohio. 

William W. Crocker has succeeded 
his father as president of the Crocker- 
First National Bank of San Francisco, 
California. 

M. Alfred Shipman (who has been 
fulfilling the duties for a short time) is 
now president of the National Bronx 
Bank of New York City. 

Robert F. Ford has become president 
of the San Jacinto National Bank of 
Houston, Texas. 

E. W. Stilwell (first vice-president) 
is the new president of the Commercial 
National Bank of Kansas City, Kansas. 


Branches and Mergers 


G An important merger in the Pacific 
northwest occurred when The Spo 
kane & Eastern Trust Company of 
Spokane consolidated with the First Na- 
tional Bank of Seattle under the title of 
Seattle-First National Bank. The merged 
institution is now in 45th place in 
United States banks. M. A. Arnold re- 
mains as chairman of the board and 
president, Lawrence M. Arnold was 
elected executive vice-president, and 
Joel E. Ferris was elected executive 
vice-president in charge of Spokane and 
the eastern division. 


q The First National Bank of Portland, 
Oregon, has opened its twenty-sixth 
branch by the purchase of the Lumber’ 
men’s National Bank of Bend. 


q The FDIC is consolidating banks in 
Ann Arbor, Michigan, and in Bethle- 
hem, Pennsylvania. The first involves 
three banks, to be under the new 
title of the Ann Arbor Savings and 
Commercial Bank. Rudolph E. Reich 
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ert has resigned as banking commis- 
sioner of the state to become president 
of the consolidated bank. In the Penn- 
sylvania city the Union Bank and Trust 
Company is the new bank. 

It is understood that a number of 
other consolidations are under study, 
which will result in the elimination of 
approximately fifty institutions in five 
states. No loss to depositors is em- 
phasized, although it is not unlikely 
that stockholders will be asked to give 
their support in the interest of stronger 
institutions. The program calls for the 
FDIC to assume the slow moving assets 
of the banks. These will be liquidated 
over a period of time. 


Modernization 


Banks are setting an excellent ex- 
ample in modernization of their build- 
ings and working quarters. During the 
past five years everyone has been “put- 
ting up” with what they had in office 
equipment and space. But the picture 
has changed, competition has already 
begun, and fortunate will be the busi- 
nesses that attract attention by modern- 
izing immediately. The following are 
only a few of those that come to our 
attention daily. 

The Guaranty Bank and Trust Com- 
pany of Worcester, Massachusetts, is 
moving into new quarters, with in- 
creased space and addition of services 
that will mean expansion of the bank 
personnel. 

The Banco di Napoli Trust Company 
of Chicago has purchased a former bank 
building to secure larger quarters be- 
cause of expanding business. 

The South Omaha Savings Bank of 
Omaha is moving into larger quarters. 

And the modernization work which 
has been done for the Stroudsburg Se- 
curity Trust Company, of that town in 
Pennsylvania, speaks for itself through 
the illustrations on page 258. 


{ The Chicago Federal Reserve Bank 
has signed a contract for the immediate 
air-conditioning of five floors. All other 


The recently opened “East Broadway 
Branch” of the First National Bank 
of Louisville, Kentucky, permits resi- 
dents of the popular Highlands sec- 
tion in the East End of the city to 
do their banking on the way down- 
town. Over the main entrance is a 
Colonial fan transom. To one side of 
the door is a black iron foot-scraper. 
The floor of the porch is of brick laid 
herring-bone. The front, standing out 
strikingly in its environment on a 
business street, is of white painted 
brick, with a two-story portico across 
the front supported by four white- 
square columns. The Colonial atmos- 
phere is carried out in the interior 
where the most modern banking equip- 
ment is not allowed to interfere with 
the appearance of attractive and in- 
formal hospitality. 


floors will possibly also be air-condi- 
tioned after the test of the coming sum- 
mer. The Northern Trust Company 
and American National Bank and Trust 
Company in Chicago are also air- 
conditioned. 


G Apropos of spending funds for mod- 
ernization, Roy A. Foulke, manager of 
the analytical report department of 
Dun & Bradstreet, Inc., summed up an 
article on “Business Conditions and the 
Business Man” by the following para- 
graph: 

“The successful concerns will be those 
where the managements currently are 
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able and have no hesitancy in spending 
funds to install efficient up-to-the- 
minute machinery and processes, equip- 
ment, tools, and even furniture and fix- 
tures, as General Motors Corporation in 
August, 1935, authorized plant expan- 
sion and reconstruction work to cost 
$50,000,000. 


@ One-hundred-year-old bricks were 
matched for the remodeling of the 
Provident Institution for Savings in 
Boston, Massachusetts. The bank has 
also increased its floor space about 75 
per cent. In remodeling the exterior 
the charm of the old building, in which 
the bank has had quarters for a century, 
was retained. To do this it was neces- 
sary to search for bricks that would 
match in size and color those in the 
100-year-old bay window portion of the 
building. They were found in the de- 
molished section of a town hall in the 
suburbs. 


What of Business? 


@ Everyone talks and feels recovery 
now-a-days, and although we have no 
desire to throw a monkey-wrench in the 
machinery, we have noticed that wise 
men are sounding a note of caution. In 
a current issue of Banking, published 
by the A.B.A., a comment on business 
prospects for the immediate future says 
that the outlook is fairly bright, and 
after detailing trade in general the 
writer says: “In the minds of many con- 
servative bankers, as disclosed in their 
annual reports, there are reasonable 
doubts of the essential soundness of re- 
covery, because of the fact that much 
present activity owes its origin to arti- 
ficial stimuli. It is felt that the Govern- 
ment credit was and is being drawn 
upon to a degree representing dangerous 
strain. In other words, the confidence 
inspired by improvement in business is 
by no means unalloyed and there is a 
spontaneous effort now evident among 
business and financial leaders to take 
stock and determine just how much of 
present recovery is built on sand.” 


q A serious barrier to a real revival in 
housing is noted by the New England 
Letter of the First National Bank of 
Boston. It says, “from all parts of the 
country come reports of a decline in 
vacancies and of huge pent-up demands 
for repairs, modernization and new 
housing facilities. The greatest poten- 
tial market is for small homes within 
the buying range of the lower income 
groups but the most serious barrier to 
a real revival is the excessive construc: 
tion costs and burdensome real estate 
taxes.” 


In an effort to prevent reversion to 
the one-crop system since the demise of 
AAA crop control, the Georgia Bank 
ers Association has pledged itself to 
stimulate live stock culture and vege- 
table production through extension of 
financial aid. Member banks are urged 
to help finance importation of pure-bred 
bulls of beef stock, and to assist in es 
tablishment of canning and processing 
plants for handling vegetable crops on 
a commercial basis. 


q The events of the opening weeks of 
the new year have shown that business 
sentiment has developed a high degree 
of immunity from the threats of politi- 
cal discord and the fears of monetary 
changes. On few previous occasions 
have there been crowded within little 
more than a month as many occurrences 
that would ordinarily tend to disturb 
business confidence as have been featured 
in the news of the past five weeks. 
These have included the court decision 
against the AAA, the enactment of the 
bonus, the speeches by the President, by 
Al Smith, and by Senator Robinson, the 
death of King George, the resignation 
of the French government, the rumors 
of plans to establish open markets for 
gold and silver, the discussion of budget 
shortages, the resignation of two treas 
ury officials, the shipment to the New 
York Federal Reserve Bank of two bil- 
lions in gold certificates, the decline of 
the dollar in the foreign exchanges, and 
the loss of gold through export ship’ 
ments. 
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This is the opening paragraph of Col. 
Leonard P. Ayres’ review of business. 
Need we say that Mr. Ayres is vice- 
president of the Cleveland Trust Com- 
pany? His very excellent review makes 
him a well-known figure before banking 
eyes. 


Changes in Title 


q The Real Estate-Land Title and Trust 
Company of Philadelphia is omitting the 
first words from its name, and will be 
known hereafter as the Land Title 
Bank and Trust Company. 


{The Detroit Savings Bank, Detroit, 
Michigan, has been known by that 
name for eighty-seven years. But in 
January a change of name to The De- 
troit Bank was announced. The change 
was made to remove the implied limita- 
tions of the word “savings,” and to re- 
flect more accurately the nature of the 
institution’s activities. It is the oldest 
bank in Michigan. 


GIn Cleveland, Ohio, the Central 
United National Bank has dropped the 
word “United,” and is now using the 
title, Central National Bank of Cleve- 
land. As the public found the name 
too long they usually shortened it by 
omitting the word “National,” and as 
the bank is under a national charter, it 
naturally does not want that fact lost 
sight of. 


Public Education 


{To the question, “What is common 
stock?”, half of a group of students 
given a quiz last fall replied, “usually 
bought by common people.” Only one- 
fifth of the group knew that the na- 
tional banks are owned by the bank’s 
stockholders, and only 29 gave the cor- 
rect answer as to who owns state banks. 
To temedy this situation, the A.I.B. 
catries on an extensive campaign of pub- 
lic education involving talks on banking 
and related subjects before all types of 
schools. It also arranges for talks be- 
fore Parent-teachers’ associations, 


women’s clubs, business men’s clubs, 
civic clubs and radio. 


q A grave difficulty has been discovered 
by William A. Boyd, president of the 
First National Bank of Ithaca, N. Y., 
in connection with talks given before 
adult groups. He has found out that 
adult audiences are determined to listen 
only to authorities, only to “big names.” 
He says, “We shall never wield the in- 
fluence we should until the senior 
banker gives his name, his time, and his 
influence to the work of public educa- 
tion.” 


q A tale is told by the Cornell Widow 
about a banker’s daughter who obviously 
needed no education concerning bank- 
ing terms. She was asked, “What be- 
came of that bill the store sent us?” 
She replied, “I sent it back marked ‘in- 
sufficient funds.’ ” 


Your Loans 


@ The Citizens Union National Bank 
of Louisville, Kentucky, can boast of the 
unusual example of having increased its 
loans 50 per cent. during the off year 
of 1935. 


q “Forget politics and the government 
and manufacture credit and make 
loans,” said State Comptroller Morris S. 
Tremaine to a group meeting of the 
New York State bankers. Talk of poli- 
tics “is apt to warp our judgment. 
Abuse of credit caused the crash, and 
only the use of credit can restore com- 
plete recovery,” he asserted. “Gentle- 
men, the job is yours. Abandon the ex- 
perts, remember that work, not worry, 
produces results; manufacture credit, 
make loans, beware of prophets and let 
your own good judgment be your 
guide.” 


q Under this topic of “Loans” seems to 
be an ideal place for the following 
amusing item we came across lately. The 
Commercial State Bank of Nacogdoches, 
Texas, in its end of the year statement 
explored at some length the history of 
that area. They found that identifica- 
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tion of some of the charge customers 
of the merchants of earlier times were 
such as: 

“A man—thin-lipped Creek, $5.00. 

“Billy White—who speaks English, 
$14.00. 

“Mad Tobacco—a Cherokee, $2.50.” 


q@ Bankers in 1853 were watchful of 
their loans, if we may judge by the fol- 
lowing rules which appeared in what is 
believed to be the first house organ of 
any bank. It was entitled “The Chris- 
tian Banker,” and was issued by Seth 
Paine, a Chicago banker of that day. 
However, to the present-day banker, the 
question “What did he consider a good 
loan?” may well arise. His rules were: 


We loan to no one to pay debts. 

We loan to no one who aids in the mur- 
der of anything which has life. 

We loan to no one to aid in speculating 
in that which is necessary to the maintenance 
of life. 

We loan nothing on real estate, believing 
that real estate cannot be bought and sold 
and that possession with use is the only 
title. 

We loan nothing to aid in making or 
selling intoxicating liquors or tobacco in any 
form. 

We loan nothing to gamblers or usurers 
who borrow to loan again—since this is not 
ethical. 


The Chase, an excellent example of a 
present-day house organ (published by 


The Chase National Bank of New 
York), is responsible for bringing these 
interesting rules to public attention. 


q At the Philadelphia Conference, 
A. G. Brown, president of the Ohio 
Citizens Trust Company of Toledo, 
quoted Marriner Eccles’ significant state- 
ment made at the last A.B.A. conven- 
tion: “I feel that you have every reason 
in the world to have confidence that the 
system of private industry and the sys- 
tem of private banking has a future, if 
you will but profit by the lessons in the 
past, if you will but do your part and 
step out into the field and extend not 
the type of credit that you prefer to ex- 
tend—90 days or 6 months’ credit—but 
the kind of credit that there is a demand 
for in your community.” 
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q “The personal loan plan is a sound 
idea—it is no longer an experiment. It 
has been in continual operation in New 
England banks for about twenty years, 
has stood up successfully in good times 
and bad, and has been proven as desir- 
able, sound and profitable—a veritable 
blessing to our banks and to our bor- 
rowers.” Louis S. Thomas, president of 
the East Hartford Trust Company, in 
Connecticut, made this statement when 
urging bankers at one of the recent con- 
ferences to open personal loan depart- 
ments. 

“I will grant that not all personal 
loan departments are successful and 
profitable, but 12 years of personal loan 
experience and many actual installations 
of these departments, coupled with the 
experience of these several banks, have 
convinced me that a personal loan de- 
partment consisting of the proper kind 
of forms and supplies and installed by 
experienced operators in a bank whose 
officers and personnel welcome it and 
who are willing to give this new idea 
the same intelligent, conscientious and 
careful supervision that they are now 
giving their loan and discount depart 
ment, is invariably successful and profit: 


able.” 
School of Banking 


q Enrollment for the 1936 session of the 
Graduate School of Banking held under 
the auspices of the A. B. A., in co 
operation with Rutgers University, at 
New Brunswick, N. J., are under way. 
This year's session at the university will 
open June 22 and run to July 3. The 
complete course covers six weeks of resi’ 
dent work at the university, comprising 
two weeks each summer for three con- 
secutive summers, and twenty months of 
supervised home study. (This is the 
second year of the plan.) 

Enrollment for the coming session will 
be limited to the first 400 applicants 
who meet qualifications and approval. 
This year a course in “Administrative 
Problems in Credit Extension” is offered 
for the first time. 
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Customer Relations 


@In some banks a service department 
devoted exclusively to customers has 
been established where they can ask 
questions and have them answered 
leisurely and comfortably. 


q Bank customers place a high value on 
courteous treatment as well as safety of 
deposits. In order to find out “what the 
public expects of the bank,” James C. 
Pierce, assistant vice-president of the 
Trenton Trust Company, said he had 
questioned people in every walk of life, 
from a grade-crossing watchman to a 
former attaché of the diplomatic service, 
and “over 90 per cent. of them said that 
they expected courteous treatment from 
the bank, 85 per cent. expected a safe 
place for their deposits and 81 per cent. 
expected the banks to control credit or 
to grant only those loans that were 
worthy of the accommodation.” Others 
expected banks to be open Saturday 
afternoon and evenings, a higher rate of 
interest on their money or no service 
charges. 


q“You should know more about your 
customer’s needs. You should get away 
from your desk. Banking serves differ- 
ent people in different ways. Your job, 
therefore, is to sell these services on a 
service-by-service basis, interpreting each 
according to the financial needs of people 
of different ages, sexes, and walks of 
life.” Charles A. Oswald, president of 
the Oswald Advertising Agency in 
Philadelphia, gave this advice before 
bankers. He also said that “perhaps the 
biggest handicap to bank advertising and 
public relations today is the inability to 
look at your business from the custom- 
er's viewpoint.” 


QA word of warning was given by the 
manager of public relations of the Mary- 


land Trust Company of Baltimore, 
C. Delano Ames, when he said: “We 
should leave no stone unturned to in- 
form our customers and the public con- 
cerning the underlying principles of 
banking in the business structure, but 


291 


too much of this sort of thing can be 
just as bad as too little. I do not think 
the customer wants to know how all the 
wheels go round.” 


g Discussions were most interesting at 
the recent Philadelphia conference as 
one speaker would point out how to 
speed up business, and the next, how to 
put the brakes on. To illustrate the 
idea,—in the public relations talks, one 
banker ended his worthwhile comments 
by saying that the customer “like the 
hotel guest, is always right.” Another 
banker warned against being “an hotel 
greeter.” The “happy medium” which 
is always so difficult to acquire is, of 
course, the road to follow. 


“Dead” Accounts 


@ While going through a ledger, E. A. 
Davis, president of the Woodford Bank 
and Trust Company, Versailles, Ky., 
noticed several old accounts of depositors 
who had died or moved away, and he 
made an effort to give these balances to 
their rightful owners. 

“Among others was one in the name 
of Harrison Phillips, an old Negro, who 
had an account prior to 1928,” Mr. 
Davis says. “Knowing that he still had 
a son, Grand Phillips, living in the 
county, I sent for him to come get the 
balance. 

“He arrived greatly excited and con- 
fided that the Lord had answered his 
prayers for some means with which to 
pay his life insurance which was due. 
He asked what the balance was, and 
when it was $6.21, exclaimed that it was 
the exact amount he had been praying 
for, and produced the premium notice 
to substantiate his statement.” 

For those who are skeptical as to the 
truth of this story, Mr. Davis produces 
the ledger sheet, premium notice and 
the canceled check as proof. The 
Southern Banker, along with this story, 
reproduced pictures of them. 


q With the indorsement of the State At- 
torney-General and Commissioner of 
Banks, the consolidated University of 





THE BANKERS MAGAZINE 


North Carolina petitioned all state banks 
to turn over “dead” accounts to the uni- 
versity to be added to its escheats fund. 
Clearing these accounts from the ledgers 
of banks by turning the money over to 
the university would be a great boon to 
the financial institutions in their book- 
keeping. 


GA bill was introduced in the New 
Jersey legislature embodying a proposal 
to take millions of dollars of unclaimed 
funds on deposit in state banks and to 
divert them to the benefit of the desti- 
tute in the state. 


Your Bond Account 


GJ. Harvie Wilkinson, Jr., vice-presi- 
dent of the State-Planters Bank and 
Trust Company, Richmond, Va., has 
been selected chairman of the committee 
which is to prepare for the A. B. A. a 
study of the question of Bank Invest- 
ment Practice and Procedure. Other 
members of this committee are: Adrian 
M. Massie, vice-president of the New 
York Trust Company, and Andrew 
Price, president of the National Bank 
of Commerce, Seattle. It is understood 
that publication of the pamphlet for use 
within the association will be in June 
or July. 


q Adrian M. Massie, vice-president of 
the New York Trust Company, points 
out that “a bank should not have too 
many bonds in relation to surplus and 
undivided profits even though the bonds 
be of good quality.” This, he said, is 
one of the lessons of 1932. Others are 
not to hold too many long-term bonds, 
too many inferior bonds or too many 
non-marketable bonds. 

“In the ideal bond account for the 
average bank the quantity of bonds 
should not be in excess of 21/, to 3 times 
the aggregate of the bank's capital funds. 
The quality should be 100 per cent. 
prime, with United States Government 
bonds constituting 75 per cent. of the 
total account. The longest bonds should 
not exceed ten years. The maturities 
should be so arranged that some bonds 


would fall due in each year from one to 
ten and the average maturity for the 
entire bond account should not exceed 
five years. If there are excess funds for 
investment beyond this amount, they 
should be invested in prime obligations 
maturing in less than one year. A bond 
account so constituted would, during a 
period of stress, reduce the risk of loss, 
The loss of interest incurred over a 
period of years would be small in com 
parison with the capital losses taken on 
a more speculative bond account, yield- 
ing currently a higher rate of return.” 


Changes 


q The Citizens National Trust and Sav- 
ings Bank of Los Angeles have a new 
executive vice-president. L. O. Ivey 
was advanced to that position from vice- 
president. 


q Paul M. Field, for many years West- 
ern Massachusetts representative of F. S. 
Moseley & Company, has been made 
president of the Northampton National 
Bank and Trust Company, Northamp- 
ton, Mass. He takes up his new duties 
March 1. 


g Leslie G. McDouall has been advanced 
to the position of vice-president and 
trust officer in the Fidelity Union Trust 
Company of Newark, N. J. Mr. Mc 
Douall is president of the New Jersey 
Bankers Association. 


q James J. McNamee of the advertising 
department of the National City Bank 
of New York, has been made an assist’ 
ant vice-president in charge of adver 
tising. 


q Henry C. Karpf has been elected 
vice-president and director of the Live 
Stock National Bank of Omaha, Ne 
braska. He brings to the bank a wide 
and successful experience in banking and 
live stock financing, as he has been 
cashier and operating head of other 
Nebraska banks. 


q Roy F. Duke has been advanced to 
the position of vice-president of the Fi 
delity Union Trust Company of New 
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ark, New Jersey. Since entering that 
bank in the credit department he has 
been steadily promoted to his present 
new position. 


q Earl B. Schwulst has been elected first 
vice-president of the Bowery Savings 
Bank, New York City. Mr. Schwulst 
comes to the bank from special financial 
work for the government in Washing- 
ton. 


Aids to Banking 


q A new coin sorting device applicable 
for use by any firm that handles much 
money of various denominations has just 
been developed by a Wisconsin firm. It 
is of simple construction, operating 
solely through the influence ‘of gravity 
and therefore without working parts, so 
there is nothing to wear out or get out 
of order. 


(To meet an increasing demand for 
machines that will develop high speed 
with safety in writing and signing pay’ 
roll, dividend and general disbursement 
checks, The Todd Company, Rochester, 
New York, has released for distribution 
Blue Streak Protectograph, Model 33, 
electrically operated and geared to work 
“in tandem” with a redesigned Blue 
Streak Check Signer. 

The new Model 33 Electric Protecto- 

graph amount line writer is a seven 
bank, key board operated, single check 
belt feed machine capable of an hourly 
volume of 1500 checks of different de- 
nominations or 2500 identical checks 
under the manipulation of the average 
operator. The volume can be increased 
approximately a thousand an hour with 
an experienced operator in charge and 
the mechanism has a maximum capacity 
of 3800 an hour. 
_ The Blue Streak Signer when operat- 
ing alone has a capacity of signing 3000 
checks hourly or when in tandem as fast 
as the Blue Streak Protectograph feeds 
them. A special attachment also stacks 
the checks in numerical order. 


{The idea of using checks as an ad- 
vertising medium is being developed by 
this same company in Rochester, as they 


also manufacture checks as well as 
check-protecting devices. One of their 
advertising checks is a “Protod-Green- 
bac” check which incorporates all the 
most effective protection teatures includ- 
ing watermark, the “void” principle and 
control of blank stock with an intricate, 
counterfeit defying surface pattern 
which makes an attractive background 
for company trade-marks, plant or 
product pictures or whatever illustra- 
tions or decoration the user desires. 

The other type of advertising check, 
for which there is a lesser but growing 
market is the Pantagraph check which 
bears an all-over repeat surface design 
indicative of a concern’s activities. The 
company has recently released “Protod- 
Pantagraph” checks, incorporating sev- 
eral features which heretofore have not 
been successfully attained. 


@ Northern Lithographing Company, a 
pioneer name in the lithographing and 
security printing business in the Middle 
West, has been revived effective Janu- 
ary 25, 1936, as a consequence of the 
sale, by Northern Bank Note Company 
of its manufacturing steel plate engrav- 
ing security division and name to a syn- 
dicate headed by Harry E. Speller of 
Chicago and the Eastern Banknote 
Company of New York. This was the 
result of a plan of reorganization. 


Directorates 


qJ. P. Byrd, Jr., vice-president and 
head of the corresponding bank division 
of The First National Bank and Trust 
Company of Tulsa, was elected to mem- 
bership on its board. 


q Julien H. Hill, president of the State- 
Planters Bank and Trust Company, 
Richmond, Virginia, has been elected a 
member of the board of directors of the 
Chesapeake and Potomac Telephone 
Company of Virginia. 


Deaths 


q After a life of honor, counsel, and 
service, with many civic and financial 
citations, Daniel G. Wing, for many 
years a leading Boston banker, and most 
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Bank Buildings 


20 years’ experience in designing 
bank buildings qualify us to modern- 
ize your present quarters—or design 
new ones—in a satisfactory, economi- 
cal manner. Our survey may save 
you money. 


CHAS. A. HOLMES 


formerly of 
HOLMES & WINSLOW 
153 E. 38th Street - New York 


recently head of the First National 
Bank of Boston, died in January at the 
age of 67. 


q Thomas H. West, Jr., also a promi- 
nent banker, and president of the Rhode 
Island Hospital Trust Company, and 
the national bank of the same name, both 
in Providence, Rhode Island, died in 
January of pneumonia. He was 61 years 
of age. 


@Leroy A. Goddard, fifty years a 
banker in Chicago, also died in the end 
of January after an illness of two years. 
He retired as chairman of the old State 
Bank of Chicago in 1929. Mr. Goddard 
was 81 years old. 


@ Sealy Hutchings, chairman of the 
bank which bears his family name, the 
Hutchings-Sealy National Bank, in Gal- 
veston, Texas, died on January 24 at 
the age of 66. 


Q Fred J. Paro, a vice-president of the 
MercantileCCommerce Bank and Trust 
Company of St. Louis, died on Febru- 
ary 9 at the age of 59. 


Bankers’ Conventions 


STATE 


April 13-14—Louisiana Bankers Association, 
Monroe. 

April 23-25—Georgia Bankers Association, 
Hotel Bon Air, Augusta. 

May 4-5—Kansas-Missouri Bankers Associa- 
tion, joint convention, Kansas City. 

May 7-8—Oklahoma Bankers Association, 
Mayo Hotel, Tulsa. 

May 15-16—New Mexico Bankers Associa- 
tion, Raton. 


May 19-20—Tennessee-Mississippi Bankers 
Association, joint convention, Memphis. 
May 19-21—Texas Bankers Association, 

Hotel Rice, Houston. 

May 20-21—South Dakota Bankers Associa 
tion, Aberdeen. 

May 20-22—California Bankers Association, 
at Hotel Senator, Sacramento. 

May 20-22—Pennsylvania Bankers Associa- 
tion, Traymore Hotel, Atlantic City. 

May 21-22—Alabama Bankers Association,’ 
Jefferson Davis Hotel, Montgomery. 

May 21-22—Arkansas Bankers Association, 
Arlington Hotel, Hot Springs. 

May 21-22—Indiana Bankers Association, 
Indianapolis. 

May 21-22—Maryland Bankers Association, 
Marlborough-Blenheim Hotel, Atlantic 
City. 

May 21-23—New Jersey Bankers Association, 
Ambassador Hotel, Atlantic City. 

May 25-27—Illinois Bankers Association, St. 
Louis. 

May 28-31—District of Columbia Bankers 
Association, The Greenbrier, White Sul 
phur Springs, W. Va. 

June 11-13—Massachusetts Bankers Associa’ 
tion, New Ocean House, Swampscott. 
June 12-13—Oregon Bankers Association, 

Portland. (May change.) 

June 18-20—Virginia Bankers Association, 
at Cavalier Hotel, Virginia Beach. 

June 19-20—Colorado Bankers Association, 
Glenwood Springs. 

June 22-23—Utah State Bankers Associa’ 
tion, at Bryce Canyon. 

June 22-24—Wisconsin Bankers Association, 
Milwaukee. 

June 26-27—West Virginia Bankers Asso 
ciation, White Sulphur Springs. 
July 1-3—Minnesota Bankers Association, 
Duluth. a 
July 19-20—Montana Bankers Association, 

Mount Glacier Hotel, Glacier Park. 


GENERAL 


March 26-27—Regional Conference on Bank: 
ing Services, auspices A.B.A. Peabody 
Hotel, Memphis, Tenn. 

April 2-3—Regional Conference on Banking 
Services, auspices A.B.A. Stevens Hotel, 
Chicago. 

April 20-22—Reserve City Bankers, Edge’ 
water Gulf Hotel, Biloxi, Mississippi. 

April 27-29—A.B.A. Executive Council, 
Homestead, Hot Springs, Va. 

May 13-15—National Association of Mu 
tual Savings Banks, at Hotel Traymore, 
Atlantic City. 

May 15-16—Mid-Continent Regional Con: 
ference of National Association of Ban 
Auditors and Comptrollers, Louisville, Ky. 

May 21-23—National Safe Deposit Conven 
tion, at St. Louis. : 

June 8-12—American Institute of Banking, 
at Olympic Hotel, Seattle. 





BOOKS FOR BANKERS 


Ir I Have Four Apptes. By Josephine 
Lawrence. New York: Stokes. $2.50. 


HerE is a new novel with a special ap- 
peal to bankers. It is concerned with 
the trials and tribulations of a small- 
income family which has never learned 
the lesson of rudimentary budgeting 
nor how to resist the high-pressure sales- 
manship of installment sellers. Their 
idea of economy is to hold up the pay- 
ments on the ice box in order to save 
enough to start buying a new living 
room suite from the installment furni- 
ture house. Throughout the book they 
try desperately to say that “2 apples + 
2 apples = 8 apples” with disastrous 
consequences to themselves. 

The book is an eloquent plea for bet- 
ter education in simple economic facts 
and should be a challenge to the banks 
whose duty it is to help people to man- 
age their personal finances and live 
within their means. Aside from its eco- 
nomic interest “If I Have Four Apples” 
isa good novel, well written, and won- 
derfully human in its characters. We 
advise every banker to beg, borrow or 
even buy a copy at his earliest op- 
portunity. 


Monty. By Edwin W. Kemmerer. 
New York: The Macmillan Co. 
3.50. 


THE recent drop in the price of silver 
and the resignations from the Treasury 
Department of Under-Secretary Cool- 
idge and Assistant Secretary Roberts 
have served to draw attention once 
more to the financial and monetary 
policies of the United States Govern- 
ment. One by one the conservative and 
intelligent men of the Treasury Depart- 
ment who might give sound advice to 
the Administration in regard to mone- 
tary questions are leaving. It is clear 
that constructive action can only be 
hoped for after public opinion has been 
suficiently aroused and instructed so 
that government officials will feel com- 
pelled to act in accordance with the 
Principles of sound monetary policy. 


For this reason the book now under 
consideration represents not only a 
valuable but a very timely contribution 
to that instruction of the public which 
is so desperately needed. Written, as 
it is, by the man who probably com- 
bines more than any other man alive 
today long training in monetary theory 
and a wide experience in the applica- 
tion of that theory in actual practice un- 
der many diverse circumstances, this 
volume also merits the serious consid- 
eration of all bankers and students of 
monetary problems and history. 

The book begins with a brief discus- 
sion of the elementary facts concerning 
money and the earliest forms of money. 
It proceeds at once to outline modern 
forms of money,—metallic and fidu- 
ciary—and the major standards which 
have been employed in the last century. 
It is impossible, of course, to discuss 
money without some notions of prices 
and banking. These subjects are treated 
briefly in following chapters. 

The most constructive portion of the 
book is the author's treatment of the 
several monetary standards—monometal- 
lism, bimetallism, dual, multiple, tabular 
and commodity. Each of these is dis- 
cussed at some length and their relative 
advantages and disadvantages weighed 
and compared. One of the most inter- 
esting chapters is the one in which the 
gold exchange standard is analyzed, with 
particular reference to the experience in 
the Philippines. The sum of this analysis 
leads the reader definitely to the con- 
clusion that, in spite of certain obvious 
defects, a gold standard, controlled in 
part by the action of central banks, is 
one which gives the most hope for 
reasonable and workable basis for the 
economic and social welfare of the 
world. The 170 pages devoted to these 
topics represent the most lucid, well- 
balanced, impartial and helpful discus- 
sion of money and its theory which has 
come tothe attention of the reviewer. 

The last half of this volume contains 
chapters dealing with significant experi- 
ences in monetary history. It includes 
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chapters on: the French assignats; the 
paper money standard in England, 1797- 
1821; greenbacks in the United States; 
the German experience with inflation; 
French and American bimetallism; and 
the silver controversy in the United 
States, 1873-1900. 

If any evidence were needed to con- 
vince the intelligent and fair-minded 
person of the fallacy of most of the 
monetary legislation of the present ad- 
ministration, it can be found by read- 
ing the brief but comprehensive records 
of experiences told in these chapters. 

Written entirely as a scientific and 
scholarly treatise on the subject in hand, 
this book contains one of the most tell- 
ing rebukes to unsound monetary poli- 
cies which has yet appeared. It is a 
constructive volume which should be on 
the book shelves of every banker. 


THE NATURE OF DivipENDs. By Gabriel 
A. D. Preinreich. New York. $2.50. 


THE distribution of corporate wealth 
and the extent to which its various 
forms may be considered income to the 
investor occupies a prominent position 
among the moot questions of corporate 
finance. As the literature on this sub- 
ject is limited, the author of this book, 
a certified public accountant, made this 
study as a requirement for his degree 
of doctor of philosophy. He has ap- 
proached the subject with regard to eco- 
nomic rather than legal theories. He 
says: 

“As a starting point, it is necessary 
to recognize that a corporation and a 
partnership represent but different stages 
of development in the organization of 
human enterprise. Despite the legal 
doctrine of the separate corporate en- 
tity the earnings of corporations and 
partnerships do not differ in their es- 
sential effect of increasing the wealth 
of the participants in an _ enterprise, 
whether they be called partners or stock- 
holders. The wealth of most corpora- 
tions and partnerships is measured from 
time to time in accordance with a col- 
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lection of principles known as the ac 
crual method. The result obtained in: 
each instance is the owners’ investment) 
in the assets measured and it seems if 
logical to accept the measurement in thé 
case of partners and to reject it as far 
as stockholders are concerned. Apparé 
ently, therefore, the beacon which 

guide the investor through the dense 
growth of technicalities must be the ag 
crual method of accounting for invest, 
ment in corporate assets.” : 

The chapters cover: The Investor's 

Capital; What Is Income?; Dividends in 
Cash, Property and Evidences of Ip 
debtedness; Stock Dividends; Stock 
Rights; Warrants; Regulation v. Edu 
cation; Distributions in Fiduciary Ac 
counting; and a Mathematical Appendix: 


Lonc’s STERLING EXCHANGE TABLES) 
Compiled by Arthur I. Long, F. C. ff 
(Eng.). Toronto: Long, Chapman 
Co. $5.00. 


STERLING exchange fluctuated wild 
after Great Britain discarded the gold) 
standard in September, 1931, but dur 
ing the past two years it has remai ed 
within a range of approximately $4. 79 . 
to $5.18 equals £1. 
The compiler of this book has the 
fore presented this book of tables be 
on sterling quotations of the past 
years, which, he feels, will cover the 
likely ramifications of sterling exchange, 
The unusual advantages claimed for a 
this book of tables are: 
1. The extraordinary 
$4. si to $5.25 equals £1. 
A separate section dealing wit 
Petr of 1% cent to the £1, a feat ; 
that is not general. 4 
3. The fact that having the fractions 
in a different section condenses the book 
and enables publication at low cost. 7 
4. The par rate of $4.86 2/3 is als 
included. E 
5. Should sterling exchange go D& 
yond the wide range covered by te 
book, supplements will be available. 


range, i. q 
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